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THE CHAIRMAN: Mr, Secretary, are we 


all assembled? 


THE SECRETARY: We are all ready, Mr, 


Chairman, 


THE CHAIRMAN: Then we might start. 
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THE SECRETARY: Mr, Chairman and 
Commissioners, the first brief this morning is 
being presented by the Canadian Wholesale Council. 
Mr. R. H, Bainard is Chairman of the Council. 
Mr, Bainard is President of National Grocers Co. Ltd, 
He has with him a number of associatés of the 
Council. Mr. Bainard will speak to the brief 
and will introduce his colleagues, I would 
like to enter this brief into the record, Mr, 
Chairman, as Exhibit No, 312. 


-- EXHIBIT NO. 312: Brief of the Canadia 
Wholesale Council 


THE CHAIRMAN: Thank you, Mr. Secretary. 
Good morning, Mr. Bainard and gentlemen, 
We are glad to see you indeed, We have, of course, 
read your submission, I might say with considerable 
interest, and we will have a number of questions 
to put to you, There is no need to re-read it; 
that has been done, But if you would care to 
say a few words in respect of the brief and your 
organization, and particularly to introduce your 
colleagues, I would appreciate it. 
MR, BAINARD: Thank you, Mr. Chairman. 
I would like, first of all, to introduce the 
members of the Council who are here, I think it 
has not any connection with the fact that the 
ancient Hebrew perfect number was seven, but it 
so happens that we are seven, 


When introducing these gentlemen I will 
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indicate the scope which they cover, We state in 
our brief that we are the Canadian Wholesale Council 
and in our introduction we have told who we are 

and why we exist. We cover Canada from coast to 
coast and we cover all phases of the trade. 

On my far left is Mr, Whellams, the 
first man I introduce, who is the Executive Vice- 
President of the Canadian Automotive Wholesalers & 
Manufacturers Association, That is a Canadian 
association that goes from coast to coast. Next 
is Mr. Harry Jones, who is the General Manager 
of the Drug Trading Company Ltd., which is a 
limited corporation, a wholesale company that is 
owned by 1,800 retail merchants. It is in- 
corporated, you will note there. To my immediate 
left is Mr. Boisvert, who is the Executive Vice- 
President of the Canadian Grocery Distributors' 
Institute, which covers the wholesale food business 
from coast to coast. It is a Canadian organization. 
On my immediate right is Mr. Near, who is listed 
in our brief as Secretary of the Canadian Wholesale 
Council. He is acting in that capacity in the 
absence of Mr. Joseph Crowder, who is on holiday 
in Florida. Mr, Near is the Secretary-Manager 
of the Plumbing and Heating Wholesalers Association, 
and Secretary-Manager of the Canadian Hardware 
Association, Again, this is a national association. 
Next to Mr. Near is Mr, Hagen Macdonald who is 
Past President of the National Association of 
Tobacco and Confectionery Distributors. He is 


the President of Hagen Macdonald Limited of Oshawa. 
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He is also President of G,. B. Company Limited of 
Oshawa, which distributes on a national scale 
what is usually known as small wares, Again, 
that is national, To the far right is the 
Managing Director of the National Association of 
Tobacco and Confectionery Distributors, Mr. A. J. 
Duhamel, I am President of the National Grocers 
Company Limited, a wholesale food organization 
that operates in the province of Ontario and, to 
some extent, in Quebec, with 32 wholesale branches 
in our organization. I am also Vice-President 
of the Red & White Corporation, which is a national 
franchise, a voluntary chain franchise. We extend 
from Newfoundland in the east to Vancouver Island 
in the west. 

Our purpose can be very briefly stated, 
I think, and that is to emphasize the importance 
of the wholesale distributor in all phases of the 
distribution cycle. There are many ways, as we 
have said, in which the merchandise purchased for 
one purpose or another reaches the ultimate consumer, 
but the main sources are the wholesaler-retailer 
team which distributes merchandise, and the manu- 
facturer who sells direct to the chain store or 
the department store. Both functions are performed 
by both groups. On the one side, the team of 
wholesalers and retailers is working together to 
distribute products, imports, which are processed, 
and so on, and on the other hand you have those 


products reaching the retailer direct. 
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Those two sources must be competitive, 

We represent one source and, as we 
have said in our brief, it is a very important one. 
That is something we would like to emphasize, 

The other point we would like to emphasize is 

the fact that we are truly national; we go from 

coast to coast -- not just the province of Ontario 

or the province of Quebec, but we go from Newfoundland 
in the east to Vancouver Island in the west. 

I understand that the purpose of this 
hour which you were kind enough to grant us was 
that you might ask questions of our various members, 
I have described them. If the Members of the 
Commission wish to direct their questions to the 
various members here, well and good; or if they 
will direct them to me, I will try and get them 
answered by the people who are best qualified to 
answer them, 

I will have a little more to say toward 
the end by way of summarization. 

THE CHAIRMAN: Thank you, Mr. Bainard, 
indeed, I think we will address our questions to 
you, and you can field them to chia tves you please, 
You tell us that there are 26,000 wholesalers in 
Canada, or thereabouts, and it is very easy to 
understand what a soft goods wholesaler looks like, 
what a dry goods wholesaler looks like, or a grocery 
wholesaler; but for the life of me, I cannot see 
how there can be as many as 26,000 of those. 

I suppose I am not thinking of all 


the little wholesalers who are doing specialized work. 
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Can you in any way make the industry a little 
clearer to us as to what the 26,000 is made up of? 

MR. BAINARD: I think Mr. Boisvert 
has in his brief, as a matter of fact, some figures 
on this and I will ask him to answer that question, 
We, of course, have listed on page 3 the D.B.S. 
listing of classifications. 

THE CHAIRMAN: Indeed you have. 

MR. BOISVERT: The 26,000 wholesalers 
were drawn out of the statistics for 1951, and it 
was not possible to get the exact picture for 1961, 
except that the figures that are known resemble 
closely enough those in 1951; there have not been 
drastic changes in the picture. 

MR, BAINARD: The 1961 census figures 
were not available in the detail we would like 
to have. 

THE CHAIRMAN: Are they to be 
available? 

MR. BAINARD: They are to be available. 
We were in touch with the D.B.S., as a matter of 
fact, but unfortunately they are just not available. 

COMMISSIONER WALLS: Most of their 
reports are out, but yours is one of the last of 
them, I believe, 

MR. BAINARD: I think thatiis true. 

MR. BOISVERT: I have not the exact 
breakdown of the figures. 

THE CHAIRMAN: Have you anything there? 

MR. BOISVERT: I would have to dig 


for them. If you will go on to another question 
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I will see what figures I have. 

THE CHAIRMAN: You say that most 
business is conducted by the wholesaler-retailer 
team. Looking at the figures you have given here, 
as I added them up I thought that about 50 per cent 
probably was. 

MR. BAINARD: Of course, it would 
be an estimate as to whether it is 50, 60 or 65 per 
cent, 

THE CHAIRMAN: It is in that order. 

MR. BAINARD: Yes, It has to be an 
estimate because, again, no exact figure is available. 
I would hope that when the figures of the 1961 
census are available we would have available the 
amount of sales which have actually gone through 
wholesale channels. 

THE CHAIRMAN: The general impression 
abroad seems to be that the wholesale trade is 
declining. Do you agree with that view, or not? 

MR, BAINARD: No, I would not say 
that the wholesale trade is declining. I would 
say that the wholesale trade has been strengthened 
in this way: It is more competitive; it is 
more efficient. As I said a moment ago, the 
wholesaler-retailer team must be competitive with 
the merchandise that is sold direct to department 
stores, chain stores, or what have you. The two 
systems must ke competitive or one or the other 
will fail. 

The point we are trying to make is that 


in the national picture the wholesaler-retailer team 
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is indispensable and therefore nothing should be 
done to weaken.one side of that competitive 
situation when compared with the other, as we 
think would be the case if the suggestion were 
to be made to go to the wholesale level for the 
computation of sales tax. 

THE CHAIRMAN: When I said "declining", 
I meant relatively declining. It has been 
represented to us that a decreasing proportion 
of the nation's goods are passing through whole- 
salers. 

MR. BAITNARD: A decreasing proportion? 

THE CHATRMAN: Yes, a decreasing 
proportion, 

MR. BAINARD: It depends how far back 
you go. If you go far back, that is true. Ib % 
you compare last year against this year, or the 
year before, I would not agree. 

THE CHAIRMAN: Ten years? 

MR. BAINARD: You would be correct 
in regard to food, The D.B.S. statistics show 
that an increasing proportion of the total sales 
goes through the chain organization, whereas you 
will notice that on the national level there is 
a greater proportion goes through independent channels 
than goes through the chain. 

COMMISSTONER WALLS: That is because 
the voluntary chains have created a renewed impetus 
in food wholesales? 

MR. BAINARD: Yes. That is going 


back a long way. I happened’ to be Bresident of the 
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original firm when some 30 odd wholesalers were 
given an option on their businesses and a new 
company was being formed and operated, Except 
for the efficiency and introduction of voluntary 
chains, with the advertising promotion and all 
the rest of it, that segment of the indudstry 
would be in trouble. 

COMMISSIONER WALLS: But I think 
what has kept your figure up with wholesale houses 
is the developments with regard to unlicensed whole- 
salers, who are indeed just a sub-department of 
the manufacturer, In other words, I think you 
realized that in regard to footwear, clothing, 
and things of that kind, the manufacturer is 
dealing much more today directly with the retailer 
than he did a number of years ago. 

MR, BATNARD: That is true. 

COMMISSIONER WALLS: But where the 
manufacturer is operating an unlicensed wholesale, 
that would be added to your total wholesalers, 
and I think that is what keeps up your figures, 

MR. BAINARD: IT could not say to what 
extent that would be true, of course, 

THE CHAIRMAN: That would be true on 
the licensed figures, but would it be true on the 
D.B.S, figures? 

MR. BAINARD: I would not think so. 

COMMISSIONER GRANT: Are the independent 
merchants which form part of a chain, such as 
the Red and White stores, listed with regard to 


their sales as a chain, or are they listed as 
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1 

2 

3 independents? 

4 MR. BAINARD: They are listed as 

5 independents. They are independently owned, you 
- see, The same is true of I.G.A. and other 


organizations like that. They are independently 


owned. 

COMMISSIONER GRANT: I have a figure 
at the back of my mind that 80 per cent of the food 
purchased today is through the supermarket. That is, 
the purchases of food, groceries and meat. 

MR, BOISVERT: I would go along with 
you by stating that 80 per cent of all food sales 
is done through either chain or voluntary chain 
stores, organized distribution along the lines of 
the wholesaler-~retailer team function, 

To reply to Mr. Carter's first. question, 
the general direction of the wholesale industry, 
starting from the food industry and then going into 
a trend that has the tendency to contaminate the 
other wholesale areas, I have this to say. In 
contrast to what the situation was say ten or twelve 
years ago, when the wholesalers handed over to the 
retail trade merchandise which they invoiced at 
the price for their retailer to do with as he 
pleased and on his discretion in competition, there 
is better organized opposition. Today the fully 
developed voluntary group operation, apart from 
supplying groceries also supplies, in ene end 
product, as many as 33 other categories of mer- 


chandise and as many as 55 different types of 
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services, which makes him not only fully competitive 
with his corporate chain opposition, but he is 
gaining on it where that has been the pattern. 

This type of co-operation which has 
had as a goal -- to take an easy comparison -- to 
supply the isolated individual, the independent 
whose only weakness was his isolation because 
he is then the holder of, say, three or four 
resources or ;%alents withwhich to conduct his 
business, his wholesale supply house now brings him 
in the missing 20 or 21 tools, and then he is 
in business and collectively, although he may be 
smaller individually, he is awfully big business. 

He has a future. This has taken hold 
in the smaller bakery industry, in the province 
in which I live at least, where they are developing 
a common brand with which to advertise and stay 
in business, rather than being bull-dozed away 
by the bigger concerns which have 25 tools to fight 
his three or four. 

This has gone into the furniture business. 
The Prestige group in the province of Quebec is 
an example thereof. The druggists have been in 
this scheme of things for some time, and this is 
going, in the next five or six years, to carry over 
into a great many other fields, the co-operative 
effort. 

MR. BAINARD: Mr. Grant, aekee the 
80 per cent, the available figures here for 1962 of 


the D.B.S. show that grocery and combination sales 
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amounted to $3,700,000, of which $1,700,000 was 
from chain and $2 billion through independents. 
Some of those independents would be supermarkets. 
It depends what you call supermarkets, Mr. Grant, 
when you use the 80 per cent figure, or a 70 per 
cent figure, or a 60 per cent figure. What do 
you mean by a supermarket? 

MR. BOISVERT: 80 per cent through 
organized distribution, integrated in one way or 
another. 

COMMISSIONER GRANT: For the purpose 
of my percentage I am thinking of the type of 
grocery store where the customer serves himself 
and goes through a checking-out system. 

MR. BAINARD: They do that in the small 
highways and byways and crossroads stores. We 
advocate it because of the saving that they can 
pass on to the consumer. They have to be com- 
petitive. You would hardly describe a small store 
with $2,000 worth of business a week as a supermarket, 
which is a store with 16 check-outs and which takes 
in $1 million a year. 

THE CHAIRMAN: I suppose one can dis- 
tinguish between those retailers who in fact own 
the wholesale facilities and those who are part of 
your retailer-wholesaler team and do not own the 
wholesale facilities? I am thinking of large chains. 

MR, BAINARD: In the food business there 
are very, very few retailers who own ther own 


wholesale, That is not true with some of the lines. 


— 


- Rae8 J 
"= lid 
- 4; - 
’ 
yee 


Le & )! be Le * 000,007 £9 of betaveRs ' 


ones I J {hi ‘ (ttd oF bets bad moet ; 
sbneqebal spot? le smee © 


ra 
+ 


rd i ¥ voy gedw ebhroqeb cad 
D3 aft san voy tenw 
ne) xy Of o.%O ,stupll ages 


“rseqdive & Vd Nhe, HOY 


; ivdinvteth bexstusyte 


ettons 


i 2qetasateq ya ZO 
Ww ovose vtsooTg 


yotul’ oecy . Bas 


aqewdnta 
am it “ 


otsaoovhs 


588d) 


A a 5 d+ iw 
- ee : wp et datdw 
isa sotd hay | 
I : wuld. ceawivod Salsgars 
cS [Lost eleselogw oi 
of f= tiniest ‘ive 


*palotitor? elanelode 
:. Sa7: :;C4HAVL SAS ARS 


we odw naelisetoz. Wel Ytev..Vviav o7 


ae «iiv serté tea al. ted? Siaselorw. 


ANGUS, STONEHOUSE & CO. LTD. 8003 
TORONTO, ONTARIO 


In Mr. Jones" organization, for example, there 
are 1,800 retailers who own the limited company. 
That is in the drug field. 

COMMISSIONER MILNE: There has been a 
trend, I believe, possibly more in foods, for a 
wholesaler to obtain a large retail outlet quite 
different from the independent store. These 
would still be considered wholesale sales? 

MR. BAINARD: No, I would think they 
would be retail sales. If a wholesaler owned 
retail stores he would have to report them as 
retail sales. As a matter of fact, there was 
a movement a little while ago in the wholesale 
food line where a wholesaler would own more and 
more of his own outlets. We burned our fingers in 
most of them. The thing now is to get out of 
the retail field and stay out of the retail field. 
The company I work for is the largest retailer 
and we own six of these stores and we are trying 
to get rid of them. 

COMMISSIONER WALLS: In your intro- 
ductory paragraph you say: 

"The Canadian Wholesale Council 
consists of ‘any person, firm, 
association, or corporation engaged 


in wholesale distribution in Canada'," 


Does this mean, then, that manufacturers 
who are carrying on wholesale functions are members 
of your organization? 


MR. BATNARD: I do not know of any manu- 
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facturers. I have mentioned these gentlemen here 
today, for example, who are. Secretary-Directors or 
Secretary-Managers of organizations. When they are 
here, they are representing a very, very large number 
of people. That is the reason they are here, 
because of their large representation, 

COMMISSIONER WALLS: I appreciate that, 
but I just wondered, as there are a number of manu- 
facturers who are wholesalers, if they had taken 
advantage of becoming members of your organization? 


MR. BAINARD: No. 
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MR. NEAR: There are two common topics of 
conversation today. One is that it looks like rain 
and the other is that the wholesale industry is on the 
decline. I am just saying this facetiously, I know, 
but unfortunately I have not been able to give you 
any of our Canadian statistics although in the States 
they are very complete. I think it is fair to say we 
follow the trend in the States. They show that in 1939 
the wholesaling industry in the States distributed 
some $238 million, and that in 1954, it was $101 
billion. If I had the up to date figures it would show 
about $180 billion in the States today. So that the 
wholesale industry is not declining, it is increasing. 

One thing rather astonishing about it and 
one of the recent remarks that our late frierd. Mr. 
Kennedy made was that one of the things about the 
wholesaling industry is that it is the only industry 
which has held its price, which has held its overhead. 
As Mr. Bainard has said, we have become more competi- 
tive, We find that the wholesaling industry is now 
handling double the sales with a lot less employees 
than formerly, which is attributed to more efficiency 
in their handling. I have been doing a little research 
for the Wholesale Hardware Association, and I discovere 
that back in 1899 when it was first formed people said 
then that the wholesaler was on the decline and would 
not be too long with us. That was in 1899 and the 
hardware industry is stronger today than it has ever 
been, It has a lot of perils facing it, we knows 
but it is as strong as it ever has been, It is a 


question of the survival of the independent businessman 
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He cannot survive unless he has a wholesaler who can 
economically do it. We have mass production and mass 
distribution which the manufacturer cannot give us. 

THE CHAIRMAN: Thank you very much indeed. 

MR. BAINARD: In the Dominion Bureau of 
Statistics publication in January, 1963, No. 63008, 
they compared the estimated annual wholesale trade 
for 1960-1962 in percentage changes in millions of 
dollars. It indicates the total of trading wholesale 
and shows an increase of 10.9 per cent. 

THE CHAIRMAN: I would not know whether 
that was good or bad. 

MR. BAINARD: Well, it answers the question. 
whether the wholesale trade is on the way out. 

THE CHAIRMAN: y question was directed to 
you originally only as to its relative position, 
whether it was imorovlnmg or declining. <A ten per cent 
increase over two years souwnrds all right to me, but I 
do not know whether that is better than average or 


> 


better than the total trade of Canada or less than the 
total trade of Canada. I do not think you know either. 
You cannot tell, can you? 

MR. BAZINARD: No, I eannot make a comparison 
for you. 

THE CHAIRMAN: Anyway 1t 1s not 10 per cent 
in two years, 

MR. BAINARD: That is so. 

THE CHAIRMAN: With regard to sales tax, 
this is a very important matter. We have had many 


representations made to us to the effect that if one 


seeks to tax the consumer then the tax should be 
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levied at the consumer level, such as is done by the 
provinces. That has been put to us many times. 


The arguments which support that are, one, 


that the consumer would then bear the taxes as intended, 


in proportion to his taxable purchases, because the 
amount of tax borne by the consumer would not be 
affected by the mark-ups from one level to another 
which are being imposed at the time the consumer spends 
his money. What is more, if it was put on that level 
it would not be paid by other people, being charged 
from one to the other and finally being charged against 
the consumer, the other people being out the tax in 
the meantime, assuming that they had to pay the tax 
at the time. 

It has also been suggested that it be com- 
bined with the provincial taxes. Some people have 
suggested that it be imposed as a separate levy, 


probably as a hidden tax rather than brought to light. 


@ 


We have had a lot of suggestions around that point. I 
think I can say generally that they all recognize that 
the cost of collecting atv the retail level would be 

greater as the provincial governments costs are, Some 


#3 


people say that there are 350,000 retailers «to collect 
from, but anyhow there are a lot, I know. Despite 
that, the advocates think that it would be in the 
national interest to absorb the higher cost to do it 


that way. 


recognize that probably the least possible difficulty 
in collecting this tax would lie where the least 


number of licensees are, and that is at the manufacture 
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level. That would be a very cheap tax, generally 
speaking,to collect. People who do not like that -~- 
and from what we have heard it does not seem to have 
many friends, although it has one or two -- say that 
it is pretty uneven at the economic level and that it 
is hard to apportion it appropriately as between 
imported and domestic manufacturers goods. It seems 
to raise difficulties with regard to private brands, 
and many other things arise, 

It has also been suggested, I think, that 
it be transferred at the wholesaler level, although 
not very often The popular suggestion is the retail 
level. You people deal essentially at the wholesale 
level, and of course it is only natural that you would 
know what would happen at the wholesale level. How- 


ever, before moving on to that, would you feel strongly 


B 
fo 


that it should not b mposed at what I first of all 
called the consumer's Level, and then what I called 
the retail level, but I mean the point at which the 
consumer buys his goods, as is done by the provinces? 

MR. BAINARD: I can only reply by saying 
that officially we have no opinion to express on that 
Subject. What you say, is, of course, true as regard 
the number of representations which have been made, 
suggesting that it go to the retail or to the consumer 
level, call it what you will. We have discussed 
that very frankly in our Counell and we decided that 
we would not express an opinion as we do not feel 
qualified to do so. 

It is true -~- at least, I hope it is -- 


that there have not been very many suggestions made 
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that it go to the wholesaler level. There are, of 
course, as we all know, some very great difficulties 
posed when you discuss the combination of provincial 
and federal taxes. This is not a time or place to 
discuss that, and jee gentlemen are more familiar 
with it than I could ever hope to be. But there are 
very grave difficulties in that. 

Frankly, we are presenting the wholesale 
viewpoint in this brief today in case somebody may 


decide that there are lot of arguments in favour of 
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that they cannot do 
that so it will go to the wholesale level. That is 
the reason we are presenting the brief. 

THE CHAIRMAN: And thet is a very Pair 
reason, and it is not umveasonable for you to say that 
it is at least one choice which is open to the recom- 
mendations of the Commission and that the Commission 
could quite well come down with such a recommendation. 
As you say, the Committee with which I had something 
to do some years ago came to the conclusion that it is 
a better level than the manufacturer's level, and 
although it was not within the terms of reference of 

that committee they gently suggested that after due 
explanation, care and so om, and at some time in the 
future, it might be possible to impose it at that 
level. That raised a storm, and I was glad that it 


did becaus 


a) 


it seems to me that the only way one could 

find out about it is to have the matter debated. 
COMMISSIONER WALLS: It is a little 

intriguing to me that during the past week or ten 


days we have had the Manufacturers Association before 
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us recommending that the tax should be at the retail 
level. We have had the Canadian Retail Council who 
made representations that it should either be at the 
manufacturing level or at the wholesale level. We 
now have the wholesalers who want: it at the manufac= ° 
turing level. I think the crux of the whole situation 
is that no one wants to be the tax collector. 

MR. BAINARD: That is undoubtedly true, 
Mr, Walls. I will have to admit that. But the case 
we are endeavouring to make today is to show the 
position of the wholesale-retail team in the distri- 
butive field. We have tried to take, although it is 
difficult to do so, an. unselfish view of the situation 

THE CHAIRMAN: Well, we are glad to have 
what you have put before us. This is just the type 
of thing we want to know and now we want to test it. 

COMMISSIONER WALLS: I should like to deal 
with your item on page 6, which is excise tax versus 
sales tax. You draw to the attention the fact that it 
might still be necessary to collect excise tax at one 
level and sales tax at another. The other countries 
who employ a wholesale tax, and there are four major 
countries who employ a wholesale tax, put their sales 
tax on a graduated scale. In other words, they have 
no separate excise tax, because in effect, our excise 
tax and our sales tax are both sales taxes. So that 
they collectit at the one level but on a graduated 
scale, some of them even having as many as five 
different ranges of ad valorem rate. I do not think 
that is necessary, but surely it is possible, do you 


not agree, to get around this matter of excise tax by 
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having the sales tax on two levels, perhaps? 

MR. BAINARD: If you are going to the 
retail level you would have to collect excise tax 
there too. 

COMMISSIONER WALLS: No. I am dealing with 
your recommendation that it not be wholesale. I am 
only dealing with wholesale. 

MR, BAINARD: Then you would have to get 
the wholesaler to collect the excise tax as well as 
the sales tax. 

COMMISSIONER WALLS: No, it would be the 
one tax. It would be on a graduated scale. As things 
stand today with excise tax there are so many items 
at 10 per cent and at 15 per cent, with the exception 
of tobacco. 

THE CHAIRMAN: Yes, and imposed at the 
wholesale level. 

COMMISSIONER WALLS: Australia has three 
or five, and Switzerland has two, I think. So the 
point is that if you are going to collect it on the 
same basis you would add the taxes together on these 
particular items, and that would be the sales tax on 
those items. 

MR. BAINARD: You would have different rates 
for different commodities. That is another hité: compli- 
cation. 

COMMISSIONER WALLS: Well, we have that now. 
The manufacturer has too. So, I do not think that 
there would be a serious problem so far as separating 
excise and sales tax is concerned, 


I should now like to go to page 8, which is 
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headed "On Simplification". Would you straighten out 
these figures so that I can understand them a little 
better, You say that sales at wholesale by wholesalers 
proper, by manufacturers branches and by agents and 
brokers during the year 1951 totalled $1, 335,737,700, 
$883, 272,800 of » which wage done by grocery and food 
specialty wholesaler, Then you seem to separate 
another group distinct from your previous total by 
stating that there was another $1,264 million worth 
of volume effected by groups dealing in perishable 
foods, 

MR. BAINARD: That is to separate meat 
and produce from groceries, 

COMMISSIONER WALLS: I see. 

MR. BAINARD: That is the distinction 
there. 

COMMISSIONER WALLS: Now, I am wondering 
why you are putting this concentration on the 
difficulty of the sale of foodstuff. First of all, 
we have never taxed foodstuff in Canada except a very 
small percentage. Today it is less than one per cent 
of all foods which are taxable, 

At this stage might I just introduce this. 
I have before me one of our order forms which we hand 
out to retailers. Perhaps Mr. Bennett would distri- 
bute them, with your permission, Mr. Chairman, 

THE CHAIRMAN: Yes, thank you. 

THE SECRETARY: Do you wish to enter this 
into the record, Mr, Bainard? 

MR. BAINARD: Yes, please. 

THE SECRETARY: Then it will be exhibit 313. 
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~-- EXHIBIT 313; Weekly price list 
issued by National 
Grocers Company 
Limited. 


COMMISSIONER WALLS: Shall I continue with 
my question? 

MR. BAINARD: Well, perhaps I might make 
an explanation in a moment or two which I think will 
answer your question. 

The order form which you have in your hand, 
Mrs. Milne and gentlemen, is the order form which is 
issued by our Toronto branch, and we have two branches 
in the provinces who do this sort of thing as well. 
This form is placed in the hands of the retailers with 
whom we have these contract arrangements. 

First of all she group is mentioned, what- 
ever it may be. This form gees to the retailer and 
becomes his catalogue showing the resale price. The 
goods are described, how packed, the suggested retail 
price, At least it is hardly suggested retail price, 
because actually it is a chain store retail price 
which is taken from one of the amber services, Then 
there are three prices which follow. These three 
prices depend on the category into which the retailer 
concerned falls. It depends on the size of his order. 
At the extreme left hand side the retailers puts in 
the quantity of the merchandise which he is ordering. 
That comes to us| and we use it as an assembly form 
going through the warehouse and picking up the mer- 
chandise from the form itself. Then it comes back to 


the office and is extended. It is put through an 
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adding machine and a tape is placed on it. We have 
two copies of that; it is done twice. One copy, which 
we retain, is the only copy which we have, and the 
form itself with the adding machine tape goes back to 
the retailer, and we do not have in our possession 
anything which can be audited, or anything of that kind 

Now, specifically answering your question -- 

THE CHAIRMAN: Before you do that, I do 
not understand what you have been saying to us so far. 
I see this is an order form and so on, and you indicate 
that the price goes on the right hand side and then the 
suggested retail price, which you derive from the amber 
service, covers the last three columns on the right 
hand side. Is that correct? 

MR. BAINARD: Let us take the form from the 
beginning. It describes the commodity. Next is how 
packed, how many in a case. I am looking at apple 
sauce which is packed 24/10, which means 24 ten ounce 
tins in a case. 

COMMISSIONER GRANT: Just to follow your 
example, which page are you referring to? 

MR. BAINARD: I am looking at page 34. 

THE CHAIRMAN: Yes, you have apple sauce 
on the left hand side, Mitchells Fancy. 

MR. BAINARD: Yes. You see 24/10 which 
describes the fact that there are 24 ten ounce tins 
to a case, Then the pricing system is given, showing 
ordinary resales, shelf resales not a special sale 
at weekends. This one is 2/29, which means two for 
29 cents. The retailer will buy a case of goods from 


us, depending on his category, the size of his order. 
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Naturally we selllower to a man giving us a order for 
$5,000 than one giving us an order for $500, Dependin 
on the retailers category the price is either $2.98, 
$2.95 or $2.92 per case. 

Let us say that he is in the $2,902 category 
and orders five cases of Mitchell's apple sauce. This 
comes into the office and we multiply five times 
$2.92, which is $14.60, which we extend there. After 
it is extended it is added twice by an addding machine 
tape. One tape accompanies this form and goes back to 
the wtailer. The only thing which we have left is 
the adding machine.tape, and we write the price to 
him, giving the brand of goods, the order, and so much 
money. 

To answer your particular point, Mr, Walls, 
when you are talking about the wholesale food merchant 
do not think that they are Just selling food alone 
which is not subject to tax. In the order form which 
you have in your hand there are 5,312 items. Of.’ thos 
1,791 are subject to tax, 

THE CHAIRMAN: About twenty per cent. 

MR. BAINARD: How can you tax at the 
wholesale levels with a form like that, and how could 


the government audit it? 
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COMMISSIONER WALLS: The only thing 
I would think looking this over, your pages dealing 
with foodstuffs are together om one page. You might 
have to set out a separate system for your order form 
for taxable items. If you do this, I am rather 
surprised you did not put before us this less than 
one per cent on foodstuffs which are still untaxed. 
Then in the vast majority of your Sa tuariae business 
you would be able to operate on the same basis as 
you operate it today. 

I agree you would have to evolve a 
different type of order form for the taxable items. 

MR. BAINARD: We would have to have an 
invoice form which would increase your expenses and 
increase the retailers costs and therefore make it 
less competitive. 

THE CHAIRMAN: That sounds like a 
very interesting job to figure out. I happen to be 
in the systems business. 

MR. BOISVERT: It must be observed 
that the catalogue, all scores, all groups of 
operations in the country have been engineered for 

assembly purposes on velocity sequences and would 
have to go back to less efficient operation to some 
degree. 

COMMISSIONER WALLS: Of course, I think 
you will agree no matter who is to do the tax 
collecting, they are going to be faced with some 
additional administration costs. There is no question 


about that. The fact some provinces are paying 
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retailers 3% for collecting money shows it has been 
recognized atothe rétail level by the provincial 
government. 

I agree with you and your comment on 
page 9 that should there be any decision to head 
‘lewards wholesale tax, and even perhaps if there is no 
decision, it will be necessary to clearly define 
what is a wholesaler but you must keep in mind that 
the definition in the present Act of "what is a 
_ manufacturer"is not very clear either. 

| MR. BAINARD: That is true. Dealing 
with food, there has been a suggestion which I have 
seen in one or two briefs that the base be broadened. 
If it were to be broadened and were to include 
process food as was the case at one time, you have 
got a still greater problem. 

COMMISSIONER WALLS: In so farras 
what you do with people who are either manufacturers 
who are dealing directly with retailers or large 
retailers who operate their own wholesale business, 
there have been three different methods, of course, 
that have been employed in otherocauntries. 

Under the manufacturers tax, a 
manufacturer selling direct to a retailer has his 
selling price discounted. Under the wholesale tax, 
the retailer performing also the functions of a 
wholesaler or manufacturer has his price uplifted 
which really both amaunht to the same thing, whether 


you discount from one person or uplift from another. 
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In at least one country with wholesale 
tax, the retailer is licensed and has the option of 
paying either a lower ad valorem tax on their:retail 
Sales, if they prefer that as against having an 
uplift on what would be their wholesale price. 

| There have been methods that have been 
devised by these countries that are being studied by 
our research staff just as they are studying all 
types of sales tax. There are methods by which you 
can include these adjustments. between the trade 
that are bypassing the regular wholesale, one way or 
another. 

MR. BAINARD: It seems to me sensible. 
It would have to be kept on a fair competitive basis 
between the two main methods of distribution. There 
would be complications of costs and expenses of 
doing it and efficiency of the auditing from the 
government viewpoint. | 

THE CHAIRMAN: It is a matter of weighing 
up the complications, difficulties, unevenness, 
and fairness of one method against the other. The 
manufacturer's tax is something that is known, of 
course, It has got the benefit of having had a 
lot of the bugs worked out, as far as it is possible 
to work them out. Many people think they should be 
left there. 

MR. BOISVERT: Another ingredient, sir, 
and not mentioned here, it is a definite asset to this 
competitive system of ours to a degree equal to the 


United States and perhaps to a degree to the 
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advantage that the wholesalers have getting their 
goods at the same price which is a saving point. 

As far as the competitive team is 
concerned we take care to see what our chain store 
operations are doing because we know at the starting 
line we are all even. There are quality discounts 
we can qualify for them by pooling. This is a 
tremendous advantage in a competitive system such as 
ours which is dynamic and growing. Probably because 
of that that would be disturbed or thrown out of 
balance if tax interfered because tax has a great 
psychological potent. 

THE CHAIRMAN: You are working on a 
narrow margin. 

MR. BOISVERT: Yes. 

COMMISSIONER WALLS: On page 10 you 
have a lot of very good reasons oe difficulties 
that may be encountered by selling on a wholesale 
basis or collecting taxes, I should say,on a wholesale 
basis but it might be just as well to review one or 
two of the advantages at the same time and get your 
reactions to them. For instance, first of all the 
wholesale tax does away with the present unlicensed 
wholesale branch under the Manafacturers Tax where 
they have to pay taxes before they either sell the 
goods or realize on them. If it was a wholesale 
tax the tax would not be collected until thirty days 


after the sale of the item. 
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The unlicensed wholesale branches at the 
present time have to pay taxes when they receive 
the goods and they have their whole inventory already 
carrying taxes and then have a thirty day wait at 
least after that so I think that would be one advantage. 
Do you agree? 

MR. BAINARD: I would suspect our 
friends in the government who collect the taxes would 
say they are not going to get the taxes as quickly 
therefore it is going to cost them some interest. 

The Department of Finance might argue on that point. 

THE CHAIRMAN: I don't think they can 
produce an argument in equity. 

MR. NEAR: Mr. Walls, the other day I 


was speaking to one hardware wholesaler. He has 


three people working on taxes. He would be very 
glad to get rid of three people because that is all 
overhead, 


COMMISSIONER WALLS: Yes, the Retail 
Council told us how many people they have to have 
in the stores and how much trading they would have to 
get there. 

MR. BAINARD: You will note in item C 
on page 10 "cash and carry". That is a fairly 
new departure in the wholesale trade but you can 
See the reason for the cash and carry department. 
This puts us in a more competitive position to the 
buyer. He comes down and makes a cash and carry 


Sale just as he would in a supermarket. He doesn't 


edd oa gaonetd ‘pcaliesd vert! : 7 oat 
avbaaed yur coi wena Sige et x the 8 
siesta qipsnever akade vieds | weet qond tae Lboog 


h th thew ‘Ueh yiaket @ evad nett bos boxed, BA uf 

| pe edo ad blvow. sak ants? Toor gad ame 

| ia ' | teonge 
ape weegkue Otvow 2 stAEAR FM ined 


| Bip evusd 20% so4cion of Joemrreveg edt at shaele? 
> qitetep We SOeTe4 ens Jey OF BntOS tox eth vin 
| *eeredat wees ent Fo0T oF gntes at of ereteredt 

oekey leds an abaxs -ongia enanl? to snenstaqen or 
| ia Qt?) tga J Natgik [ ‘@ABATARD Sut | "y : 


top! of tremgie ne: soubowg 


; 

) T #eh werliq (ent yt iow ,2M shat iM a 
I sud me J retoeelcr Sp aertan ane oe anbiaeqa sev 
| —Tey. 2 efrea ms " ane? at wniaiioe siqaeg aes 
| pea. bi dat etuseet efgiany Serge To bls 235 Oo? beta 


basrixewe! : 
Trazen arid eee? SOLAN AZUOLESINMOD 
SYA OF Bi 28 jon plyee inair) Woo ay bros creed 
ft avn bide ‘att guttetad dom wot haw eetese eit me 
sets Jean 
matt C2 wien OE wor  sTRAMTAR aM 
wt Sarr “wepeo Dik fia6s” Of #aeq we 3 / 
ocy Jud, abasy eieagtoiw on Hit enctragen wen 
iyenieajeh reed Raia Gan end yo) nomad: edt see 7 
stig of gpoliine: so Dieqdon @rom a ala eéod atat ’ 
(went wo jose 3 Geet baa frwob enon of 6. toyed 
oteod oi ° . }eblranepegere a pt Rivow en - saut eiea 


ANGUS, STONEHOUSE & CO. LTD. 8021 
TORONTO, ONTARIO - 


get any invoice. He just goes around and he collects 
his merchandise and it goes to the cash register. 

THE CHAIRMAN: Is this done in cities? 

MR. BAINARD: Well, it is done hmore 
than cities. Our company have 32 wholesale branches 
and we have 29 cash and carry departments. 

THE CHAIRMAN: Do you really? 

MR. BAINARD;: That is correct. 

THE CHAIRMAN: Do you mean a small 
merchant enters into your warehouses and wanders 
around just as a consumer would in a supermarket? 

MR. BAINARD: Yes. He wanders up and 
down the aisles. He picks out his merchandise just 
as a woman does at the supermarket, puts it ina 
little carrier, takes it to the cash register, the 
cash register is run up exactly the way it is ina 
supermarket; puts it in his conveyance and away he 
goes, 

THE CHATRMAN: I have seen that done in 
the soft goods wholesale, I didn't know it had 
gone beyond that. 

MR. BAINARD: We have 29 stores in 
our company and we are not the only company with a 
cash and carry business. 

COMMISSIONER GRANT: As a matter of 
interest, he would be identified as a retailer 
before he was allowed to purchase from you. 

MR. BAINARD: Yes. We only sell to 


retailers. As a matter of fact we only -- we don't 
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wish to sell to anybody who has not a sales tax 
licence by the way. We don't want to collect taxes, 
If we did we would have to collect them to remit them. 
We limit it to a list of people that are legitimate 
retailers. We have their names recorded. We have 
their licence number recorded. If an ordinary 
consumer came in we would say, "Sorry, we won't sell 
to you". 

COMMISSIONER GRANT: In other words 
they have to be identified to your satisfaction? 

MR. BAINARD: That is correct. 

COMMISSIONER WALLS: I fully agree we 
are fully indebted to you for outlining all these 
methods, many of which we have not encountered before. 
The fact I am not dealing with them does not mean 
that we have not read and have not studied them and 
our research staff are not already working on them. 

I would like to go on with some of the 
other advantages that people who recommend the 
wholesale tax put to us and get your reaction on 
them. The next one was that if the intention of the 
government should be to retain the same amount of 
revenues from sales tax as we have today, then instead 
of an 11% tax, it is estimated by Professor Chew (?) 
that at the wholesale level it would only have to be 
a 9% tax so it would mean a reduction on the tax 
amount or rather on the tax percentage. 

MR. BAINARU: Not on the amount. 


That is the important thing. Aren't we sort of kidding 
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ourselves? 

COMMISSIONER WALLS: Do we not like to? 

MR. BAINARD: Well, maybe Barnum was 
right. 

COMMISSIONER WALLS: Another one, this 
is quite important, we hear quite a lot of it and 
that is that the sales tax would avoid disparity 
between imported products and those manufactured in 
Canada. For instance, imported goods are sometimes 
purchased abroad at prices which omit some of the 
distribution charges that manufacturers in Canada are 
faced with and included in hB sales tax. 

Then, goods imported in bulk and 
packaged in Canada. The Act as it now reads is that 
a Canadian manufacturer has to pay sales tax on the 
package on taxable goods. That only applies to 
manufactures with the exception of about five articles, 
whieh I will deal with in a minute. 

If they are bought in bulk from another 
eountry and re-packaged in Canada these goods escape 
that tax but, of course, if it was moved forward to 
either the wholesale level or the retail level then 
they would be put on an equitable basis. 

MR. BAINARD: Against that there are 
many importations which move directly into the 
retailers' hands. 

COMMISSIONER WALLS: In that case they 
would be treated by the uplift method I mentioned 


earlier. If it was a retail tax they would be caught 
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where they are not caught at the manufacturers level. 
You see, a manufacturer in his sales tax has to 
also include such things as finance charges, 
advertising, and the charges that are not faced in 
most cases by a broker who is: importing or an 
agent who is importing products from foreign countries 
so that it would create better equalization. In fact, 
in some countries they have put on an additional 
tax at the point of entry in order to try to 
equalize. 

MR. BAINARD: Of course, I think it is 
apparent -- nothing is impossible -- if you are 
going to do that you are faced with special rulings 
and special things, special cases, special items. 
You have them now. 

THE CHAITRMAN: Do you know how many 
there are now? 

MR. BAINARD: How many? 

THE CHAIRMAN: I am told there are 
about 800 a month. 

MR. BAINARD: There are a lot of them. 
I have forgotten how many thousands we had last: 
year. 
MR. BOISVERT: Fourteen thousand. 
MR. BAINARD: So the further you get 
away from the present level into the wholesale 
level more complications and rulings are going to 
take place. For instance, in a case of soap sold 


in Hamilton to a chain store we will say in 
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1 
2 
3 Sault Ste. Marie the manufacturer doesn't pay sales 
4 tax on the freight. 
5 COMMISSIONER WALLS: Unless he uses his 
5 own transportation. 
MR. BAINARD: That is right. He wouldnt 
: do that to Sault Ste. Marie so he doesn't pay taxes 
on that. Now, if we put the cost to the wholesale 
9 level the wholesaler is required to have a licence 
10 to purchase free of tax. He pays the transportation 


11 if he is situated in Sault Ste. Marie and adds his 


12 cost of doing business and he pays tax on that so 
13 now you are forced to a special ruling to cover chain 
y stores who buy at the manufacturers level and who 
pay taxes and then between Sault Ste. Marie and 
a Timmins, between Timmtns and Windsor and between 
A6 Windsor and Brantford. 
17 COMMISSIONER WALLS: We might have to 


18 give consideration to this whole problem of trans- 


19 portation so as to avoid disparity between the 


20 legitimate wholesaler and the manufacturer selling 

a1 direct to a retailer. Some consideration has been 
given to it. I think you might have to remove the 

~ freight between the manufacturer and the wholesaler, 

a that portion between the manufacturer and the 

24 


wholesaler which would then mean that all that 

25 would be taxable on your goods would be the freight 
26 through to the retailer and the manufacturer would 
27 have to pay the tax from himself to the retailer. 


28 MR. BAINARD: This would bring about 


29 


30 
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one lovely complication with the wholesaler making 
the computation. 

COMMISSIONER WALLS: We have complica- 
tions no matter which branch we look at in this 
sales tax. 

MR. BAINARD: I agree. I think you 
have less of it at the wholesale level. 

COMMISSIONER WALLS: You may be right. 
I made mention to you a few minutes ago about this 
bulk packaging of goods and your brief seems to me, 
with all due respect to our Chairman, it intimated 
the government had not acted on the 1955 commission. 
I would point out there were two things there that 
dealt with bulk packaging of medicine and 
pharaceuticals which were recommended there. Now, 
all bulk packagers of both pharmaceuticals and drugs 
are in effect called manufacturers and pay a tax 
from that level. That was something quite worth 
while that came out of that Commission. 

MR. BAINARD: I think Mr. Jones would 
probably agree on that. 

COMMISSIONER WALLS: There is another 
point. I don't know whether you know too much 
about it but from our standpoint there would be a 
certain amount of advantage both in the administration 
and assessment in moving the tax forward to either 
the wholesaler or the retailer from the manufacturer 
to get away from this problem where a product is 
Sold and goes into two or three different levels of 


manufacture before it turns into the final product so 
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we would escape all that administrative end if we 
moved the tax forward, but I would not expect you to 
be able to say very much about that. 

MR. BAINARD: No,except again I think 
Mr. Boisvert has made the point quite well if we go 
to the wholesale level you are still going to licence 
all these manufacturers and wholesalers as well and 
you will get a large number of people who are 
licensed to collect tax. 

THE CHAIRMAN: That is quite true. 

MR. BAINARD: That is going to add to 
the level of government. 

THE CHAIRMAN: Well, I have always 
thought that it is necessary to find the selling 
price for a huge humber of situations where it is not 
fair to use the actual selling price. 

MR. BAINARD: That is right. 

THE CHAIRMAN: As you know, the 
authority does not seem to be very clear for changing 
the selling price. It is done by a discount. 

MR. BAINARD: These regulations are 
made in order to be fair. 

THE CHAIRMAN: That is right. The 
discount system is an extremely difficult one. 
They take the average for industries and apply 
discount to the industries. Some people fit °° 
the average fairly well and others do not fit quite 
as well. It is a very honest and industrious 
attempt to achieve fairness. 


MR. BAINARD: I quite agree with you, sir, 
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I think it is an honest attempt. 

THE CHAIRMAN: I think at the 
manufacturers level it must be that there are more 
goods which use cubic rather than real prices than at 
any other level. Certainly if one goes to the 
consumer level there are few cases that have to be 
considered, if any. Probably none. From the 
manufacturers level you go to the wholesaler. There 
has to be something else fit into it at the wholesale 
level. There would have to be adjustments where the 
wholesaler will adjust directly to the consumer. I 
would have thought there would be no problem in these 
adjustments. You could shrink a huge number down 
to a small part. The wholesale tax would be a fairly 
easy tax if everything went through to the wholesaler. 

MR. BAINARD: Yes. 

THE CHAIRMAN: If they did not go 
through the wholesaler, it seems to me the next best 
level where most goods go to the consumer, where 
everything goes, the next best level would be where 
the retail price is given, irrespective of from whom 
he buys. That is all I am saying as far as a real 


basis is concerned. 
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You put against that the difficulties which arise 
against your own interests, which may be perfectly 
true; but I think this has to be considered. 

COMMISSIONER WALLS: On page 12 you 
deal with the additional costs of collection, 
the additional assessment. I do not think 
there is any doubt that it will cost more to 
collect. But is that such a very great factor 
when you consider that the provinces are collecting 
at retail from a very much smaller percentage 
of people on a great many more accounts, and 
I understand they are doing it on an average 
of 3 per cent; that is, 3 per cent of the total 
tax take is the total cost of this assessment and 
collection. 

In your case, with much larger firms, 
and a much smaller number, your collection costs 
would be considerably lower than that, although 
I will agree not as low as the manufacturer. 

So I do not think that really the collection or 
assessment costs are going to be that much out 
of line. 

MR. BAINARD: The extent to which 
any cost is added in the wholesaler-retailer team 
of course becomes a matter of concern. As 
Mr. Carter so well said, the merchant in this 
business is so very, very small; you are dealing 
with pennies, Any extra cost is against the 
plan, as compared with the competition. 

MR. BOISVERT: If I may go along 


with that, we are getting to equity again. In 
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our particular food industry merchants may vary 
from as low as a 3 per cent mark-up to the larger 
buying organizations where it is up to 7 or 8 

per cent. These people make small sales, because 
that is 20 per cent of the over-all distribution, 
which is most complicated and the costliest, and 
because of that most of their consumers pay a 
little more and would be penalized to that extra 
extent over and above the large merchant, We 
run into equity problems again there and we run 
counterwise to what was aimed for in the first 
place. 

THE CHAIRMAN: I do not think I follow 
you, Mr. Boisvert. I can see that if, of course, 
collection is uneven it is going to upset trade; 
but if it affects all merchants in roughly the same 
way, I would not have thought it would make much 
difference. 

Mind you, there is some precedent -- 
although I do not say this would be the right thing 
to do under these circumstances -- for reimbursement 
for that cost. 

COMMISSIONER WALLS: Once again, Mr. 
Boisvert, you are representing the grocery industry. 
You are thinking, again, of quoting these rates 
or percentages: . in terms of food, and again we 
must go back to the fact that I know of only one 
country that collects sales tax in any form today 
that does not exempt food, Also, the present 
taxable food items in Canada amount to less than 


one per cent of the total food volume. Really, 
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these small merchants are not pertinent to the 
case as it stands today. 

MR, BAINARD: But in the food industry 
we sell more than food, as has been said. 

THE CHAIRMAN: Yes, we know of your 
1,000 items. 

COMMISSIONER WALLS: But I think you 
will agree that your non-food items carry a larger 
margin of profit, do they not? 

MR. BAINARD: That is true; they do 
not move as rapidly. 

MR. BOISVERT: Going to incidental 
sales, we might sell taxable goods, cleaning 
materials and things of that kind, which might 
6 upete:l2 or 15. percent. 

MR. BAINARD: Time is running out 
on us, sir, We have used our hour, 

THE CHAIRMAN: This is an important 
matter; we are going over the hour, if you do not 
mind. 

MR. BAINARD: We will be happy to 
spend as much time as you wish. I do wish to 
say something about the organization at the end, 
if you will allow me to do so. 

THE CHAIRMAN: Yes, 

COMMISSIONER WALLS: I think most of 
the other points we have covered. You deal with 
transportation and alternatives have been mentioned. 
One thing that is not in your brief is this, that 


where a manufacturer uses his own transportation -- 
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and a grocery manufacturer would, to quite a 
considerable extent -- it is not tax exempt. 
MR, BAINARD: I do not know how the 
grocery manufacturer handles this. I am thinking 
of a large company in Ontario, for example, which 
does its own transportation. It is a separate 
company. It happens to act for them, but it is 
a separate limited liability company and I would 
not consider it as manufacturing. 
COMMISSIONER WALLS: I imagine you 
could be correct in that, but on this matter of 
transportation and equalization between them -- 
MR, BAINARD: By and large, the 
manufacturers do not move their own merchandise 
in our line of business to their wholesale warehouses. 
They employ different means. i is a very difficult 
thing to get a back haul; that is the reason for that. 
MR. BOISVERT: On transportation I would 
say this. Much merchandise is delivered by the 
manufacturer on an f.o.b. destination basis. How 
do we separate the freight tax from the price so 
as to avoid paying tax on it or collecting tax? 
COMMISSIONER WALLS: Would the selling 
price not be based on the f.o.b. price, and indirectly 
you would be paying the tax on the transportation 
anyway? 
MR. BOISVERT: Merchandise sold by 
manufacturers to us is on an f.o.b. destination 
basis, again for the sake of equalizing the com- 


petitive factors. 
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MR. BAINARD: Merchandise sold ona 
delivered price basis does not bear the tax, The 
estimated cost of delivery is taken out before the 
sales tax is computed. 

COMMISSIONER WALLS: That is quite 
correct. 

THE CHAIRMAN: I think that completes 
our questions on sales tax. The other part of 
your submission is rather easy to understand and 
I do not think we need ask questions about it. 

Mr, Bainard, you said you had something 
you wished to put to us. 

MR. BAINARD: I wanted to refer to 
the summary on page 20, Mr. Chairman, and point 
out the concern of both Conservative and Liberal 
governments. The present Liberal government is 
concerned with this question. Therefore, I think 
politics has nothing to do with it. IT am very 
happy to say that. I refer to the concern of 
governments for the position of small business, 
which they agree should be recognized and it is 
important that it be recognized. 

I had a great deal to do with repre- 
sentations which were first of all made to a 
Liberal administration and then to a Conservative 
administration which resulted in the passage of 
Bill C-40 which sought to help the small businessman. 
At a later date, because of the fact that there 
were some limitations to that, the Industrial 
Development Bank was opened to that class of business. 


Originally wholesalers and retailers were prohibited 
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from using the Industrial Development Bank because 
of the limitation placed by C-40. The I.D.B. was 
made available to them, That was done in an effort 
to look after a section of the economy which 
governments -- and I have used the plural -- 
thought very, very important. 

They followed the lead, I suppose, 
of the small business administration in Washington, 
which long before we acted in this country did the 
same thing. The point I am trying to stress is 
going back to what I said at the beginning, that 
there are many means of merchandise reaching the 
ultimate consumer, but the two main sources are 
those which we have mentioned in our brief, and 
whether it is 60 per cent of the business that 
goes thraugh the wholesaler-retailer team, or 
whether it is 50 per cent, it is a tremendous 
percentage and we should be very, very careful 
in governing this whole thing. We must be very, 
very careful that we protect that very important 
segment of our national economy, It is vital 
for a country such as we are, sir, as many miles 
across as we are, with a number of small hamlets, 
villages, towns and rural sections. 

I did wish to emphasize what we have 
tried to put before you in the brief, 

THE CHAIRMAN: I think you have said 
it very well indeed, Mr. Badinard, and I think 
we understand the point most clearly, 


MR. BAINARD: Thank you, Mr. Chairman. 
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THE CHAIRMAN: We are indeed séized~ 
with the fact that the cost of administering 
taxation should not be excessive; that taxes 
should be levied and collected in the most 
economical manner possible; and I think we 
are also aware of the fact that it is not 
possible to levy taxes without causing people 
trouble, One does not want to add to the trouble; 
one wants to reduce it. 

But certainly we are all confronted 
with considerable trouble in paying our taxes, 
and I can assure you that we will bear in mind, 
in making our recommendations, exactly what you 
have put before us. We will have regard to what 
you have put before us, to what the manufacturers 
have put before us, and to what the retailers 
have put before us, and we will try to work out 
that which we think is the best course in this 
very troubled area, 

We will take our time and we will: look 
at precedents elsewhere, and it may be that our 
staff would like some assistance from your 
organization, 

MR. BAINARD: I am glad you mentioned 
that, Mr. Chairman, because I was about to make 
that offer and say that anything we can be of 
Service to you in, with regard to answering any 
questions you wish to ask of us, we will be very 
glad to do, As I said in the beginning, we are 


really representative and I think in our group 
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we could get intelligent answers to any questions 
that you might wish to ask, as they affect our 
various types of business. 

We would be very happy to be at your 
disposal, or at the disposal of anybody else, if 
the department that is administering it will give 
us a call. 

THE CHAIRMAN: Thank you very much, 
Mr. Bainard. 

MR. BAINARD: We are no experts on 
corporation tax, Mr. Chairman, but I still think 
that Micawber was right. 

THE CHAIRMAN: Yes, I see that you 
have put that in. 

MR. BAINARD: Thank you, sir. 

THE CHAIRMAN: Thank you very much 


indeed. We will break for ten minutes, 


-~-- Short recess, 
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SUBMISSION TO THE ROYAL 
COMMISSION ON TAXATION BY 
THE NATIONAL FARMERS UNION 


APPEARANCES: Mr. A.P. Gleave 


THE SECRETARY: The second brief this 
morning, Mr. Chairman, is being presented by the 
National Farmers Union. Mr. A.P. Gleave, President, 
is here to speak to the brief, which I will now 
enter into the record as Exhibit 314, 

EXHIBIT 314: Brief of National 
Farmers Union. 

THE CHAIRMAN: Thank you. Good morning, 

Mr. Gleave. Thank you for your submission to us. 
We have a few questions to put to you. We have all 
read your brief with interest. Before asking you 
any questions, is there anything you would like to 
Say to us by way of summary or amplification? 

MR, GLEAVE: No, Mr. Chairman. In 
Saskatchewan and Manitoba we have income tax offices 
in each of these two unions which some of our member- 
Ship use to file through. In the specific things 
which we have placed in this brief, we drew largely 
on these two offices and the experience which they 
had had. 

if might Say that I had planned to 
have the head of one of these offices with me this 
morning, but this happens to be the busy time for 
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filing, and there are country meetings, and I just 
could not bring him along. I am sorry, because these 
are the people who technically handle this matter. 

THE CHAIRMAN: Very well. We will 
expect you to answer our questions. 

MR. GLEAVE: I will do the best I can. 
If I get bogged down I will say so. 

THE CHAIRMAN: Well, I am delighted 
that you see it in that way. We have the factual 
experience of your people who are dealing with these 
tax problems day in and day out. I thought that we 
would go to your specific recommendations, which 
Start at paragraph 21. There you make a recommenda- 
tion with regard to dividend tax credits. I am 
a little curious about this. You suggest that interest 
on bonds be given the same 20% tax credit as 
dividends from stocks. 

MR.GLEAVE: This came from one of our 
provincial unions. I think that their main thinking 
here was that this would facilitate borrowing by 
local governments, municbpalities and so on. This 
was their main reasoning behind that recommendation. 

THE CHAIRMAN: One of the main purposes 
of this is that it requires Canadians to buy Canadian 
Stocks, to try to funnel more savings into equities 
because Canadians were not buying as many equities 
aS would be good in the national interest. 

MR. GLEAVE: Would not the same apply 


to municipal debentures, shall we say? For example, 
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schools go to people to borrow money. Are they not 
in competition with the market for those who have 
capital to lend? 

THE CHAIRMAN: They are indeed, but this 
would discriminate in favour of stocks, so that where 
there is a supply of money available to buy securities 
it would move more in the area of stocks than it 
would in the area of bonds. That is why it was put 
in. If you wish to challenge the principle, fine. 

Is. it a bad principle? I do not know. We often 
hear that Canadians do not participate in equities 
to the fullest possible extent. 

MR, GLEAVE: Well, I do not know why 
Canadians do or do not buy equities, or whether they 
do or do not buy municipal and school debentures, and 
So on. Probably many private reasons enter into it, 
but our thinking was that if the same tax credit was 
applied tee the bonds it would make attractive the 
municipal ones. That is why we put it in. 

COMMISSIONER GRANT: On that point, if 
I might make another comment, Mr. Chairman, on the 
principle involved in this section 21, if you look 
at the other end, this source of the bond interest, 
you will appreciate the fact that bond interest is 
allowed as a deduction by the corporation if it is a 
corporate bond before tax, whereas dividends are 
paid out of income on which tax has been paid. 

MR. GLEAVE: Yes, I get your point. 

COMMISSIONER GRANT: So from the issuing 
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point of view there is quite a distinction between 
the bond and the dividend, the interest on the bond 
or the dividend or stock, 

THE CHAIRMAN: I think we have Mr. Gleave' 
thinking now. At least, I understood that you made 
it very clear that from your point of view you 
thought that the investor should be in a neutral 
position as between bonds and equities. Is that 
why you put it in the brief? 

MR, GLEAVE: Yes, that was our point. 

COMMISSIONER GRANT: Of course, the 
double taxation element comes in here and is shown 
up very well in the bond and in the stock. No 
tax has been paid on that bond interest up to the 
time it is in the hands of the recipient. 

MR. GLEAVE: Yes, that is true. 

THE CHAIRMAN: iI think we might skip 
incentives, unless anyone has anything there, but I 
am very much interested in depreciation allowance. 
You suggest that the 5% maximum depreciation allowance 
in respect of farm dwellings and buildings is not 
sufficient for buildings used to store grain. You 
also include livestock buildings. You recommend 
that the rate be set at 10% maximum annually and 
that he be allowed deprecation on a straight line 
basis, which would give him a ten year write-off 
rather than a twenty year write-off. Are not farm 
buildings designed to last 20 years? 

MR. GLEAVE: Yes and no. Certainly 
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here was that we are now, let us say, for example in 
livestock housing, getting changes in methods of 
housing. We are getting more modern, more mechanized. 
Technologically we are advancing. It is our feeling 
that these changes, as we go along, will render our 
handling facilities obsolete faster. I refer to 
methods of feeding, handling feeding materials and 

so on, We feel that you cannot assume any more 

that you will build a building for some of these 
purposes which will still be as efficient 20 years 
from now. In fact, the chances are that it may not 
and that changes will have to take place. 

THE CHAIRMAN: I thought you were 
illustrating the matter by going to equipment which 
you use. 

MR. GLEAVE: Yes, in part. But it 
could also refer to actual buildings. 

THE CHAIRMAN: Let us stay with the 
buildings because you are addressing yourself to that. 

MR. GLEAVE: Yes. 

COMMISSIONER WALLS: Is it a fact that 
Since the return to increased livestock.raising in 
Canada on the recommendation of the government much 
of this today is done under shed covering entirely 
rather than a permanent building? 

MR. GLEAVE: Yes. 

COMMISSIONER WALLS: The same, I presume, 
also applies with recent heavy storage of grain. 


You have had to build grain storage space for a 
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comparatively temporary period, rather than on the 
basis of a permanent building. 

MR, GLEAVE: When you look at grain 
storage, some of it is temporary, that is true. 
However, again we think that in regard to storage 
of grain the type of storage has changed, and may 
continue to change, and that the stress on the buildings 
will render them so that they depreciate faster 
than the dwellings. That is our point. 

THE CHAIRMAN: Is there any evidence 
to suggest that buildings are wearing out in 10 
years rather than 20? 

MR. GLEAVE: I do not know how you 
could get evidence. 

THE CHAIRMAN: Well, you would see it. 

MR. GLEAVE: Well, we cannot produce 
it. I can say that on the farm the general use, 
the wear and tear, is harder on grain storage 
buildings than it is on dwellings, for example, 

THE CHAIRMAN: Well, you see them all the 
time. You come from that part of the world. 

MR, GLEAVE: That is right. 

THE CHAIRMAN: Do you see cases where 
in 10 years buildings have worn out and should be 
Scrapped? 

MR, GLEAVE: I would not say they 
would have to be scrapped in 10 years. You could 
continue to use them, but in my own case, granaries 


which I built in 1948, let us say the foundations now 
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which I thought were quite adequate when I-put them 
in, will have in some cases to be rebuilt. You 
could quite possibly, by sufficient repair, keep 

it in operation, but it might be to better advantage 
at the time to replace them. 

COMMISSIONER WALLS: I should like to 
add to that, because I believe in Denmark, the U.K. 
and Australia they all found the same thing and they 
had to increase depreciation. In fact they have 
doubled it in those countries. However, there is 
one question which disturbs me a little in that this 
request is based on straight line depreciation, 
wheraas my understanding from the Department of 
National Revenue is that today most farmers use the 
diminishing balance method, which takes care of that 
to some extent. 

MR. GLEAVE: I discussed this with the 
chap who is the head of the income tax department in 
Saskatchewan, and he told me that most farmers were 
using the straight line and that there were very few 
coming through his department who were using 
diminishing balamee.Are you speaking of buildings 
now? 

COMMISSIONER GRANT: Is it not the 
Same whether you use straight line or capital cost 
On buildings? 

THE CHAIRMAN: No, it is a different 
rate, 


COMMISSIONER WALLS: Yes, it would have 
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to be. 

MR. GLEAVE: The information I got 
was that most of them were using the straight line 
basis. 

THE CHAIRMAN: That with regard to 
buildings most of them were using the straight line? 

MR. GLEAVE: Yes. I believe that if 
you use the straight line I do not think you can 
use one on buildings and the other on machinery. 

If you elect to use the straight line method or the 
balance 

diminishing Pips method, that has to be your pattern 

on everything. 

COMMISSIONER WALLS: That is so. 

MR, GLEAVE: We discussed that and he 
said that most of our people are using straight line. 

THE CHAIRMAN: Why do not the farmers 
themselves change over to the diminishing balance 
like the rest of Canada? 

MR. GLEAVE: Why don't they go to the 
diminishing balance? 

THE CHAIRMAN: Yes. 

MR. GLEAVE: Well, his information to 
me was that the straight line gave them a faster 
depreciation. That is one thing. Also, it was to 
their financial advantage. 

THE CHAIRMAN: Well, if you remember 


balance 


when diminishing ..~ais was introduced in 1948, 
balance © 
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the straight line rates. So that in the first three 

or four years, using the diminishing balance, you get 

a much greater write-off than you did on the straight 

line, but in the last year you get a lesser write-off, 
It came down faster. I would have thought that a 

good deal of what is asked for in this brief would 

have been accomplished by using the diminishing balance, 

MR. GLEAVE: As I say, this was the 
practice in that province. I recall a number of 
years ago discussing with the income tax man which 
we had there whether I myself on my farm could switch 
from straight line to diminishing balanes, and he 
gave me all the arguments why I should not. 

COMMISSIONER GRANT: Is not one of the 
strongest arguments which has influenced the farmer 
that if he takes straight line he is not subject to 
any recapture tax? 

MR. GLEAVE: Yes. 

COMMISSIONER GRANT: And that applies 
to his farm buildings in theevent of sale, to his 
house as well as to machinery which has been turned 
in on new machinery. 

MR. GLEAVE: I think also the straight 
line is a simpler thing for the farmer. 

THE cies acre aels I have some doubts 
about. The diminishing / ~ was introduced because 
one of the strongest arguments in favour of it was 
that it was more simple for the assessors, not the 
taxpayers but the assessors. If it was more simple 


for the assessors I cannot believe that it was more 
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difficult for the taxpayers. It results in only one 
balance instead of two. With the straight line 
method you must record and maintain the balance of 
your assets and the balance of your depreeiation, 
whereas with the diminishing telace method the two 

are put together and carried forward in the one 
balance. I think you will find that most people who 
use diminishing balance now acknowledge. that it is 
a pretty simple way to proceed. But. L think it is 
the recapture element which works against the farmer's 
interests, and I am not sure that the farmer should 
not be subject to recapture depreciation on the sale 
of his assets, as is the rest of the community. 

MR. GLEAVE: Our income tax man also 
informed me that several of our people who were using 
other than the straight line were not too happy with 
nt a 

THE CHAIRMAN: I think recapture is 
probably the reason for that. 

MR. GLEAVE: That may have been so, 
but this was the information he gave me from his 
experience, that most farmers prefer straight line. 
Those who had taken the other choice some years ago 
were now rather sorry that they had, he said. 

THE CHAIRMAN: I would have thought it 
very clear that since that time real estate generally 
has been increasing in value, and on the sale of 
their assets they suffer recapture and tax a 
depreciation which they claim. 

MR. GLEAVE: There is the thing here 
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that other than machinery the farmers biggest asset 
is land, which does not enter into the depreciation 
picture. 

COMMISSIONER GRANT: Straight line is, 
of course, available to every taxpayer, is it not? 

THE CHAIRMAN: No. 

COMMISSIONER WALLS: Just farmers and 
fishermen. 

THE CHAIRMAN: The farmers and fishermen 
are put in a special category with regard to this, 
and if they take straight line they are not subject to 
recapture. 

COMMISSIONER GRANT: I thought that 
straight line was available to everyone. 

THE CHAIRMAN: No, Now, in paragraph 26 
you find fault with the averaging provision because 
it is being denied farmers, either because he had not 
filed in a previous non-taxable year or because of 
late filing in one or more years. Surely the remedy 
for that lies in the farmer's hands? 

MR. GLEAVE: Yes, it does lie in his 
hands, but there are circumstances which are important 
here, For example, the income tax man cited one 
to me the day before I left. This particular farmer 
had been in the habit of filing and did file regularly. 
He sought to average this year and in one of the 
previous five years our income tax office had made 
up his return, he was not taxable and had returned 
it to him for signature and filing. He had not 


turned it in.apparently. This is not for sure; the 
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income tax consultant was going to check further into 
it. But because this particular return had not gone 
in, then he could not use that year for his five-year 
averaging. 

Our thought here is that we do not think 
necessarily that this should be a bar to his using it. 
If he has a return available and it can be established 
as proper, we see no reason why he should be barred 
on a technicality, or what we regard as a technicality. 

THE CHAIRMAN: Are you sure that he is 
barred in accordance with the law? 

MR. GLEAVE: Yes. 

THE CHAIRMAN: Can you quote the 
section? 

MR. GLEAVE: No, I cannot quote you the 
section, but I do not think there is any doubt about 
this. If a record is not filed fully in each of those 
five years, then he has to drop that year in which he 
has not filed. 

THE CHAIRMAN: I agree that he has to 
get his return in, but I am not sure whether he has 
to get it in within the usual filing date when he 
has a loss. 

MR. GLEAVE: That was the information I 
was given. I was given the particular instance. If 
you wish to check --- 

THE CHAIRMAN: Yes, we will check it. 

COMMISSIONER WALLS: One of the troubles 


which we are up against here is that a number of other 
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risk occupations and a number of professional people 
with highly fluctuating salaries have come before us 
and said that they want us to give them what the 
farmers and fishermen have. They want the five-year 
averaging, which makes it difficult to stretch that 
fiveyyears any further. 

MR. GLEAVE: Yes, I see your point there, 
Mr. Walls. 

THE CHAIRMAN: I think we might skip 
paragraph 28 and move on to paragraph 30, the chief 
source of income, which might be said to include the 
hobby farmer, I suppose? 

MR. GLEAVE: Yes, it does. 

THE CHAIRMAN: You have been asked by 
our staff: "Should the qualification for tax treatment 
as a farmer depend upon the ‘chief source of income! 
rule?" You have some doubts about that. 

MR. GLEAVE: Yes. The research depart- 
ment specifically asked this question. It isa 
difficult area, but nonetheless an important one. 

THE CHAIRMAN: Indeed it is, 

MR. GLEAVE: Because it reaches into 
@ number of areas. You have the farmer who has a 
small farm and has to seek other income. We were 
concerned that no hardship devolve upon him because 
of his position. Generally the position we arrived at 
was that as long as the farmer could establish that 
he was a farmer, he was taxed on that part of his 


Operations as a farmer, With regard: to hobby farming, 
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I think our general point of view would be that if 

he was a hobby farmer, tax him on his farming 
operation; but if he is definitely a hobby farmer, 
and I think this is important, then his losses should 


not be charged back, 
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THE CHAIRMAN: My friends, who are hobby 
farmers, will certainly not admit to me they are 
hobby farmers even though I may think they are, How 
do you determine a man is a hobby farmer? 

MR. GLEAVE: Well, again, this is the 
question I put to our income tax man. I said to him 
"How do you know when he is?" Apparently the Income 
Tax Department differentiate now. They have a rough 
yardstick, 

COMMISSIONER WALLS: Section 13, of course, 
says the minister may determine if a taxpayer source 
of income is neither farming nor a combination of 
farming and some other occupation, it gives him 
that allowance to make that decision. 

MR. GLEAVE: Yes, it does. We Say here: 

“Where the farming operation of the 

individual is clearly a hobby as related 

to his occupation or source of income," 
Now, if you attempt to define hobby farmer at all, 
I suppose the income tax people will have to do that, 

THE CHAIRMAN: I do not know how they are 
going to do it. I can think of friends of mine with 
a thousand acres in Ontario that has got a huge 
revenue from his farm. I Suspect the cost of that 
farm, even if the revenue is large, is greater. He 
comes out with a pretty substantial loss. He has got 
a very substantial effort. Is it fair to allow 
deduction of the losses against other income. He ~°; 
certainly would not consider he is only a hobby farmer 


He would say he is a real farmer -- look at the extent 
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of it, there are hundreds of animals and trees and 
everything else. I do not know how you would ration- 
alize that. 

Take two men at the lower level who have 
both a job and a farm. One fellow ig @a son of a 
farmer who has inherited a farm which produced three 
or four thousand dollars a year. He wants to live 
differently than that and he goes out and has a job 
theaddition tolits The Job produces three or four 
times the income of the farm. The other fellow has 
got a job to start with and he happens to like 
farming and goes out and buys a farm. The results 
are exactly the same, Is one a hobby farmer and the 
other a professional farmer because he is the son of 
a farmer? 

MR. GLEAVE: Well, in Gdiscussing this we 
werevvery.well aware of the problems. For example, 
I discussed this with an Ag. Rep. in our local area 
who had a farming background but he became an 
agricultural representative. He wanted to get his 
finger on the farm again so he bought a piece of land, 
I told him we were going to make this submission, 
Well, he said "I hope you dontt imagine that inter- 
feres with my having this plece of land I have 
acquired here because I want to do this." I know .1t 
is a difficult area. Our chief concern is that the 
farmer -- let us say anyone who is running the 
farming operation that that farming operation should 
be taxed on that operation. It Should be taxed as 


a farming operation. He should be taxed as a farmer, 
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We are more concerned with this than we are with the 
hobby end, 

We do express here the feeling that they 
Say where a farming operation is clearly a hobby as 
related to income, then the answer to your question 
and the question from the research department we 
would say if this can be clearly established losses 
from the farm operation should not be allowed to be 
charged two salaries, I think that is as far as I can 
gO to make a decision on that. 

COMMISSIONER WALLS: Also, I think there 
is quite a bit of Justification because I believe the 
last concensus showed there were 120,000 farmers that 
were non-commercial farmers earning Less than $1200 
a year. These people all have Some off farming 
occupation or they couldn'+ live so they are a pretty 
big segment of Canadian. Agriculture, I felt very much 
about the hobby farmers aS you did till I found out 
more. I visited one or two of them and found they 
were Supplying services to other agricultural people 
which was well worthy of support. For instance, Mr, 
Grant and I visited one chap outside Montreal who is 
doing cross-breeding between two breeds that were not 
being crossed by the experimental departmental farms, 
He was paying a retired professor of animal pathology 
and was doing some very interesting work that will be 
of great assistance to agricultural as a whole so it 
is rather hard to discount some of these hobby farmers 
who are carrying out that type of work, which other - 


wise the government might have to pay for’, 
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3 MR. GLEAVE: With all due respect, I must 


4 say that this argument does nos impress me a great 


deal. I think that is clearly the job of experimental 
farms and those sort of insti tutions that do the thing: 
that need to be done in this area, I may say this, I 
have noted a concer; amongst our farmers, I noticed 
it In a meeting, one meeting particularly held in the 
9 province of Alberta and also in Sas catchewan, talking 
10 to a technical man the other day that their concern 

11 about the pressures that non-larvming oeeupations are 
exerted in purchasin ng farm lands and going into farm 
operations as a sideline, 


Let me make this clear, I am not saying 


to discourage this, I th Ink that 1f it ts not destrab] 


16 then there are muen betten wavs of doing it but what 
17 f am saying is definitely there are farmers who feel 
18 it is putting pressures on resources in terms of land 
19 and markets and go on, ‘Thies is the feeling that exist 5 


THE CHAIRMAN: Thank you. I see that you 
would eliminete the matntenance of race horses as a 
farm occupation. I Suppose 12° the horse breedeng 
would argue they are a credit to the national good 
by improving the stock of horses. You would deny 
24 that. 


25 MR, GLEAVE: Well, let me put it this war. 


26 From our standpoint as farmers -=- maybe this is 
7 because we don't us e horses any more. I used to 


enjoy horses. I used to use them &@ lot. The only 


thing that bothered me I never could really learn to 
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throw a lariat. I don't know why I was so completely 
blind in this area, We didn't see where horse 
racing fitted into farming operations. I don't think 
it would make much difference if it were taken out, 

I don't think it is significant, We guet didn't 

see where it fitted in. 

COMMISSIONER WALLS: Do you think it would 
make any difference if it were taken out considering 
what you say before that "Livestock raising or 
Exhibiting", I would imagine that raising race | 
horses is livestock raising so you take out the main 


tenance of horses for racing, you would, I Think, “StL1i 


be covered under that terminology, | 


| 
| 


THE CHAIRMAN: I could rephrase that Simply | 
by putting in a comma "This shall not include the 
maintenance of race horses," 

MR. GLEAVE: I don't think it is an awfully 
Significant thing really but I say we just don't see 
where it fitted in, It may come in on the breeding 


angle as part of a farm Sideline, 


COMMISSIONER GRANT: "For the purposes of 
this section, race horses will not be considered 
livestock" , 

THE CHAIRMAN: That is a good phrase, | 
Expense deductions, Well, this gets down to farm 
dug~-outs which I saw somewhere or other that they 
are being used by the farmer in “fact as Swimming pools 
and to sail boats, 

MR. GLEAVE: They have also been used to 


drown some people, 
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THE CHAIRMAN: I understand now that the 
law is that that you can get a deduction of $300 for 
the construction of a dug-out, is that correct? 


MR. GLEAVE: As depreciation? 


THE CHAIRMAN: No, as a write off :of ‘the 


cost in the year when incurred, | 


COMMISSIONER WALLS: I would like to inter-~. 
ject here because the act ig thoroughly mixed up on 
this. First of all $300 in our country we couldn't | 
begin to build a dug~out. We use dug-outs all the 
time. I couldn't get a dug-out done for less than 
$1,000 but I believe this is Just because during our 
excavation of water wells can be claimed in the year 
they are constructed and the purpose of this is exactly 
the same as a water well. Water towers are depre~ 
clable, What is the difference between holding water | 
on the ground or holding it up in the air, Datad , 
weirs and web equipment and also irrigation ponds. 


Of course, I don't know why he doesn't call it an 


irrigation pond in the first place and get the 
exemption and then you are clear about ny 

MR. GLEAVE: He would not be able to 
honestly say that because the P.F.R.A. assists in 
making these things and they are classified as dug- 
outs, 

THE CHAIRMAN: Mr, Walls makes a very 
strong argument indeed, TI can remember my father 
constructing a dug-out with his own tractor at no 
disearnable cost at all. I woulda think lots of 


people would do that. 
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MR, GLEAVE: It is not usual, sir. Usually 
the farmers in these cases do hire construction out- 
fits. These dug-outs are generally fairly large size 
scales. I couldn't give you the measurements but they 
are not of the type that you use a wheel tractor on, 

I tried it on a dug-out one time. I almost killed 
myself. You are on very deep slopes. The usual thing 
is to hire a construction outfit to build a dug~out. 
The P.F.R.A. in areas where it operates gives the 
farmer assistance toward the construction and the 
balance he handles himself, 

COMMISSIONER WALLS: Maybe I could briefly 
clarify this,. I had five acres and I had an engineer 
put in an estimate and he said it would take the best 
part of three acres to put the dug-out in and it would 
have to be 19 feet aeep so that shows you have to have 
heavy construction equipment, 

MR. GLEAVE: If you get P.F.R.A. assistance 
it has to be built to their Standard. 

THE CHATRMAN: I think the next thing I 
have is paragraph 38. The matter of transportation 
expenses attracted my attention a little bit. I am 
told that farmers generally speaking get two-thirds 
of the automobile costs for transportation expenses, 

MR. GLEAVE: Yes, 

THE CHAIRMAN: Is that not adequate? 

MR. GLEAVE: Well, we didn't think they are 
in case where a farmer -~ some of them live some 
distance from towns and so on. We thought they should 
be able to charge the entire expense, 


THE CHAIRMAN: That is equally true of 
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city dwellers. One of my partners live 50 miles out 
of town. I think the law permits him one-half of 
his expenses because he used his automobile in the 
ordinary course of his business but it doesn't allow 
him the full amount and I would think that it is not 
fair to allow him the total amount, That is living 
expenses, 

MR. GLEAVE: It seemed to us he may take 
the case, for example, and this happens to a consider - 
able extent in areas where farmers were living in a 
rural community. We had a fairly radical change from 
the small school house to a larger school unit. This 
in some cases meant that there was not adequate rail 
and bus transportation that the farmer could depend 
on, He moved to the nearest town and this involves 

expenses and transportation back and forth. We 
think under those circumstances or under circumstances 
where he does liwthis far away that the full amount 
Should be allowed, It is an expense of his farm to 
gO back and forth, 

THE CHAIRMAN: It is up to him as to where 
he lives. He doesn't to live that distance away. 

MR. GLEAVE: Yes, 

THE CHAIRMAN: It is not fair to the man whd 
doesn't live that far away. 

MR, GLEAVE: You can say it is up to him 
where he lives, He could have remained on the farm 
and then he would have had to devise some means of 
getting his children to the closest point of education, 
which would be extremely difficult. This, I submit, 


‘fin Gatien 08 Sv ii whenbans wales sane tots 
40 2fdiHot mie adtaeag’ wal ‘ahh teks I Lew | 
add nm. ar reieneee etd Boap ont sswesod” ssenogée ait 
works 8 teed +: gpd saeatted et sence Yrankhae, — 
|> don ahigx serie steded Nitnowlt See sepoms L164 ‘ead mit 
ative et feaY totame fefet ede mid wollte os “ie? 
| | _ Bonesgne 
| ose gam cet eu oF Domeax dl -EVAIND VEN 
-qsbtstoo 6 of seegqad eff bane ,esqnaee sot ,stay on? 
o nt anivil duaw sremte? acer wmere Ae inadxe etdz 
motrl sgncds (sother urfsse? a bens VJisunmoo Latent 
wrt tin fous tenugl so? gennod foones Lfeme oct 
| ter staereba O08 ond: seed $n42 trsem 6285 amon fl 
i ineqat hivon aserentt etd fae2 de r4eseoqensd?. end bre 
vay Lavel eid? Qo8 ced -feseaen env’ os hevon o8 ~VAO 
y fideo? ope Noe vo damageaund bre Segneqxe 
sgeetemyn ties seo To sesqePaRRsase sa0n? eosin aatds 
| @etites Ilwt ott Fad? yews ds% virttaril seob of’ sisthe 
od wee &td Ie andecke te et 02 .hbewolls «di bivons 
wie 02 hae voéd -on 


sya oF we mit 68 ev et Sf CAAARIAMD GHT 


u& 4 ‘SVAEGD «sm 
; b | sett of viet fom at 27 3sMAMETAHD Set 


ewe el Jadd evi Strasob + 


oftd of at af 42. 4a0 paa wOY —SVARD 0 


| meet sci ao b4eerlanens wert lvoe ef evil on ansdw 
to Rersian onto s oeiteh of Bart evarl bioow ed aed? bas 
; 


“toltsoube to Into Ftenmis “sd? of geabitds sid gattteg 


i 


<eiovtvs 1 , sic? tvertite vldmertxe 24 blwow rola. 


ANGUS, STONEHOUSE & Co. LTD. 8059 
TORONTO, ONTARIO 


1 
2 
3 really was not a free choice. It was dictated by 
4 circumstances and these are the circumstances to 
5 which we refer, 

THE CHAIRMAN: Well, I get the point, 
: What is the law now in respect of land improvement. 
] I see you say "Land clearing and drainage projects 
8 when undertaken by an operating farmer in cultivated 
9 areas should be permitted either as a current operating 
10 expense --" it is now capitalized and not permitted 
11 as a write-off at all. 
2 MR. GLEAVE: Yes, land clearing is 

capitalized, 

13 

COMMISSIONER WALLS: Except if it is done 
ie by your own hired man and then you can charge against 
15 his wages, 
16 MR. GLEAVE: Yes, you can but I think if 
17 the income tax people really want to be technical, 
18 they could say no, you ean't do that," 
19 COMMISSIONER WALLS: They would have to be 
20 technical in an awful lot of cases, 

MR. GLEAVE: It would have to be pretty 
% technical I agree, Right now land clearance is 
"4 capitalized, 
COMMISSIONER WALLS: In the United States 
24 it is granted as an expense, 
25 MR. GLEAVE: his is our point, 
26 COMMISSIONER MILNE; I have one question 
27 to ask you about tree planning. I don't know whether 
28 your organization were instrumental in Manitoba, for 
a instance, back in the days of the dreadful dust storms 
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in having Caragana given free to the farmers just 
Simply to keep their good black soil,on Hyghway No, 
4 you can see miles and miles of these Caragana 
hedges which were given free to the farmers and I 
think it certainly must have been a government measure 
that waa) necessary to prevent this soil erosion. 
In paragraph 37 you mention that there is certainly 
this enduring benefit of tree planting to arrest soil 
erosion. You suggest that the full cost of planting 
should be considered a current expense. I wonder if 
you have given any thought at all to having a 
proportion instead of the full cost. I know you 
Suggest the full cost but as an alternative, a per- 
centage of the cost and then carry the balance for- 
ward, 

MR. GLEAVE: Well, the reason we ask for 
it as a current expense, it is usually not a large 
one but it is the practice that is growing up unfor- 
tunately, I think it is a good thing, farmers are 
sontent to plant trees, They set them off the roads 
for two reasons, one to trap snow and the other to 
break the wind, The expense is not really a large 
one in these instances, Usually the local government 
provides a tree planter, a mechanical thing that will 
plant trees, and I think in most instances they can 
get these shrubs for free so the cost is not great 
and we think it might as well be currently written 
off and that is it. 

THE CHAIRMAN: Tax payment instalments 


is the next one I have here. I do not see why, 


iin om apa 


fapt’ etumikt ext od e¢c GevRg saegu® 
ck Yonieet Wa, ftom Noetd oog visit geod ot 
stisus a0 eaed? To asize bes Belin e6e ap ok 
het eenew? Sao o8 Sect cory easy dotdw aaybsd 
| -empapan Goumneven 2 coed emad term YLatatnes tf ated 
| .neteous ILfow altt Jreevoug oF veSeeeesn Raw tert? 
| viebetuba eb oredy Cedst Goliad 2o¢ ve riqirxy6 28g ci 
| Lioe- Teer cf jeala eert to Jfteued gniauiae Siar 
anivmelq to goon Ciwt oct tats Sesggoe ook .neleom 
‘: gojirpow l .senegra Teseices & Detenieno ad biporta 
8 pokvati ot fle se velsvod? qos Mevig sven Mey 
voy whew I ,fean tint ed to basvant molrsogeay 
-1S5q 6 wvieeereee ae ta dod te00 Sfp sit tesgage 
| -%7? ovmets! ete yeuee cot? Ons deo0 Sit To sgsines 
. baw 

sot Gas ox aiaaen eff (fiftew tHVARID .oh 
. auaet « cot ellavar af 32 ,e@meqges Gnems 6 66 SB 4 
| «goa qe gaiwotg al tag’ eoldoany ey 61,32 tud San 
. om averse prtldt hae « og at £i daistt I «ylevanke 


' : Be a Qa 4a %%, ive rey 4 . i ed Le) moos ate c fad tuediee 


67 erfo & & Went ged of OfS ,e6f06RS4 Oxy Ww 
mwret « Ulla=s+ 26r 6) senmegqee off . bel Ons a5eud 
dausieres, Lsagl et@ Gta ne sistenlh eaens of Sire 

: + 

cific fuer? ack? lestesicom =o  isteelq ee 2 tedlivow 

ii 

ie 

aso yodd eoseeden? face ct Mice [One «apes susie 


‘ 
ee 
- 


json ton al Geos a€2 o« ee72 wet adutde eeaty Jeg 
| vettinw yleavvied ed Ifew ss trigha Jl dnld? ow oae 
of af Sar’ bus 1% 
4 


stiasinten’ (ceergey xeT sWMAMILLAHD ST | 
“uw gee for ob X (ena evad Tt ano oxen ofr ad’ 


| | | 


28 | 


ANGUS, STONEHOUSE & CO. LTD. COU ih 
TORONTO, ONTARIO 


because of the difficulty in filing revurns, that 
farmers should be preferred over the rest of us as 

to paying their taxes and be able to hand on to their 
money longer. We all are Subject to the nuisance of 
filing returns and making up instalment returns on 
it. You put it on the basis that it ls a nuisance 
to farmers to have to pay in advance of the date 

of filing. I would not have thought that was a very 
good reason, 

WR GREAVE: Well, I can’t think 
of any other reason. This is the only reason that we 
can advance. Our simple conclusion is that when the 
thing falls due to pay the tax due to the government 
and that is it. Mind you, from our point of view we 


are talking only about farmers, I cannot say the same 
S 


thing for other people. That is up to the other peopl¢ 


to say what they want done. We are Saying as farmers 
that a farmer is taxable and the government could 
Select the date that they want him to pay that tax 
and So you pay that on the date period. The instal~ 
ment thing, we really do not see it. Surely you do 
aS Ido. Before the end of December you look at last 
year's, and you send a cheque to the government, 

THE CHAIRMAN: Why? The rest of the 
country pays on some kind of instalment basis. The 
employees pay monthly or according to the pay period, 
I am a professional man, I pay quarterly in advance, 
Incorporated businesses pays .quarterly in advance, 
Companies pay in advance. Why shouldn't the farmer 


bay in advance. I don't see why they should be 
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entitled to keep their money longer than the rest of 
us. 

MR. GLEAVE: Maybe you could do away with 
it for professional people and businesses also but 
this is up to them. We see it in the farming sector 
as being more cumbersome than the simple method of 
Saying to the taxpayer, as of Such a date your tax 
is due, pay it. The government might just as well 
put a certain percentage on to the taxes and simply 


collect interest, 
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To us 1t just seems more cumbersome; that is the only 
thing I can say, 

THE CHAIRMAN: I think your point is perhaps 
well taken, if you say that rather than pay tax on 
these dates, the farmer would be better off to pay it 
later on and pay interest on it, which I think he is 
entitled to do right now, 

MR, GLEAVE: Let me make this point, Mr. Chair- 
man. I would not say he should pay interest on it at 
a later date. What I say is that the government knows 
how much money it wants; it knows how much tax it is 
going to put on a farmer or anybody else. All right; 
figure out that amount of money at a steady rate of 
taxation, and the government will know it is going to 
get that money, assuming he is going to pay it ona 
certain date in the year. 

THE CHAIRMAN: If he pays on a later date than 
the rest of us, he should certainly pay interest. 

MR, GLEAVE: No, he should not pay interest; 
he should payvthe same as everybody else, 

THE CHAIRMAN: I understand your point. I 
think we understand your section on basic herd esta- 
blishments. 

COMMISSIONER WALLS: Except the statement 
that the records must go back to 1947. I understand 
that has'’now been amendedvand they must go back to 
roughly the 1950's. A period of eight to ten years 
is all they ask, 

MR, GLEAVE: That was our point, that a 
definite period should be set. I do not know if we 


Suggest a certain period here, 
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There was one point which one of the unions 
made to me later. I do not know how valid it is be- 
causes I did not have a chance to check it. But they 
wanted an amendment to the act that would allow mature 
animals to be brought into the basic herd, of course, 
if they were brought in the farmer would have to pay 
income tax on them. I am not clear on it. My own 
opinion was that this could already be done, but 
apparently this particular provincial union did not 
think so. In any case, if it is not at the present 
time, I think it is a reasonable request. 

COMMISSIONER WALLS: We have had repre- 
sentations from the B.C, Beef Cattle Growers 
Association in this regard, 

MR. GLEAVE: On this same line? 

COMMISSIONER WALLS: Yes, 

MR. GLEAVE: Then you have it before you 
adequately, 

COMMISSIONER WALLS: Yes. 

COMMISSIONER GRANT: [I Suppose the prin- 
ciple behind this is that if a farmer wants to 
establish a basic herd from his present livestock he 
has to be able to convince them that he has papers 
for these animals? 

MR. GLEAVE: You mean registration papers? 

COMMISSIONER GRANT: Yes, 

MR. GLEAVE: No. Rather, I would say 
that what he has to convince the income tax depart- 
ment of is that he is entitled to establish a basie 
herd as a certain size. Might I say it is a capital 


investment that he has there, and the point I was 
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making a moment ago was that if he wants to add to 
this basic herd, instead of buying from outside, if 
he wants to add his own cattle and hold them in he 
must report to the income tax people that he is 
adding ‘thig many cattle, and he must pay the income 
tax on them in that particular year, 

COMMISSIONER GRANT: Yes. In the establish 
ment of his basic herd, in the first instance he has 
two ways of doing that. One is out of his own herd, 
and the other is going out and buying? 

MR, GLEAVE: Yes, 

COMMISSIONER GRANT: He has to buy pure 
bred stock? 

MR, GLEAVE: Not necessarily, 

COMMISSIONER GRANT: To establish a basic 
herd, he does not? 

MR. GLEAVE: Not necessarily, no, 

THE CHAIRMAN: The next section is farm 
records and filing procedures. You Suggest that the 
tax department should produce a book. That might be 
a valuable suggestion, 

COMMISSIONER WALLS: I am interested in 
this. What do you really find wrong in the farmers! 
and fishermen's guide at the present time. I think 
they encompass as much as can be encompassed in 5 
and it is certainly more than is given to other tax- 
payers; and it is amended each year. Do you not think 
that is a very good service? 

MR. GLEAVE: Perhaps Mr. Bennett would hand 
this book to you. 
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(Farm Record Book of the Saskatchewan Farmers Union 


handed to the Commission) 


Apparently, Mr. Walls, it has not been 
sufficient, because over the years in Saskatchewan, 
for example, we have developed this particular book, 
It was done first by our income tax service, to keep 
our farmers in the groove, you might say, so that 
there would be a steady pattern, which would make it 
easier for filing. They found that it worked very 
well. In fact, our income tax consultant told me off 
the record that one of the income tax offices was usin 
it for a demonstrator only. They had cus out the 
Farmers! Union insignia. But Something of this nature 
is what is required, 

I would say that what they have told me 
also in regard to this is that for the very large 
farmer this very simple book would not be quite 
adequate; but it did fit very well into the scheme of 
most of the people who are concerned with fiting,: IT 
was our thinking that something along these lines migh 
be developed, in consultation perhaps with some of our 
offieers, just as a convenience, 

THE CHAIRMAN: If you are doing this, why 
Should anybody else do it? Why impose it on the 
government? 

MR. GLEAVE: Well, we only reach so many 
farmers. This is the only answer. 

THE CHAIRMAN: In your next paragraph, No, 
47, you Suggest that consideration should be given. to 
raising the "once in a lifetime", gift limit from 
$10,000 to $20,000. Then yon say: 
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"The exemptions for the individual tax- 
payer donor should be raised from $4,000 
to $10,000 as an annual gift free of gift 
tax in any one year," 

That will be considered, Then you deal 
with classes of businessmen. I do not think there 
is anything in that section that we need to question 
you about. 

Then you suggest that farm consumed produce 
might be omitted from farm income. I assume this is 
generally a rather small amount? 

MR. GLEAVE: Yes. This is our point, that 
it is not a large amount, and that what the government 
is interested in is the farmer's cash income. 

THE CHAIRMAN: I would not think one would 
wish to change the law if it is a rather small amount, 

MR. GLEAVE: We recommend that the practice 
of taking the value of farm-consumed produce into 
farm income be discontinued, 

COMMISSIONER WALLS: I suppose you are 
representing predominantly wheat farmers, and they do 
not have very much farm produce that is consumable, 
do they? 

MR. GLEAVE: I think that in Saskatchewan 
now about two-thirds of them are not solely wheat 
farmers, 

COMMISSIONER WALLS: So it would be a 
bigger factor? 

MR. GLEAVE: We do find it is a fair 
factor. What the income tax people is take a rough 


yardstick and say to the farmer, "How much have you 
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used?", and they arrive at a sort of agreement and 
that goes in, 

THE CHAIRMAN: There is nothing in para- 
graph 50 that I want to ask questions on. Then para- 
graph 51 deals with farmers allowances granted. We 
are in agreement with that. The next paragraph is 
concerned with depreciation on farm lands. I think 
we can go down to sales tax, can we not? 

In paragraph 57, you recommend that the 
exemptions be continued in respect of farm machinery 
and you put forward some arguments in favour of that. 

COMMISSIONER WALLS: We ar€in a rather 
difficult position here, because we must recognize 
that we are getting exactly the same argument from 
manufacturing concerns, which are now taxable on the 
apparatus and machinery of production and who also 
have to compete in the export market. Many of them, 
of course, have appeared before us and said, “If this 
is going to affect our machinery of production, why 
Should it not be put into effect with regard to all 
machinery of production?" 

The very arguments that you use have been 
used against this contention. Have you anything you 
can give us to strengthen the farmers! Opinion on 
this? 

MR. GLEAVE: The main argument I can use 
is the one that is stated here, that we are in an 
intensely competitive field, as you know. Our product 
gO on to the world's markets in competition with other 
groups, and a small increase here, with the margin 


that we have, could render uS, Shall we say, unable to 
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meet this competition, 

This is the argument which we advance for 
keeping it. I think we might also take note of the 
fact that some provincial governments -- at least, 
Saskatchewan -- make a similar exemption in their 
sales tax, in recognition of this same thing. This, 

I think, is essential if we are going to stay in the 
business and have an agricultural industry that can 
survive and get along. 

THE CHAIRMAN: The next paragraph deals 
with personnel exemptions. You suggest a pretty 
substantial list in those, from $1,000 to $1,500 for 
a single person, and from $2,000 to $3,000 for a 
married person. While I have not computed what the 
cost of that would be in the loss of revenue to the 
government, it would be immense. 

Would you have any idea what that might 
amount to? 

MR. GLEAVE: Not at all. This is in here 
because it has been coming to us continually through 
our provincial conventions. This is the attitude they 
have taken. This is what they wish us to express. 

THE CHAIRMAN: Have they any thoughts as 
to where the revenue should be recouped? 

MR. GLEAVE: No. 

THE CHAIRMAN: Thank you. 

The next paragraph deals with estate taxes. 
You suggest that the $60,000 basic exemption should 
be Lifted to $100,000. You are not alone in that 
thought. We have heard that from several people comin 


before us. You base it on the fact that the value of 
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farms is now up to the point where $60,000 does not 
take care of most farms, I think, and you Suggest 
that therefore it should be increased, 

COMMISSIONER WALLS: The only thing is that 
if the census figures are correct, 88 per cent of farm 
-~- this is taken from the 1961 census -- have a 
capital value of under $50,000, and only two per cent 
of farms have a capital value of $100,000. Anyway, 
this is a matter that is under consideration because 
it has been put forward to us by many other people. 

THE CHAIRMAN: The next section deals with 
cooperative taxation. There is just one point I would 
like to deal with. There is one sentence that struck 
me with some force. As you may know, we have had a 
great deal of representation in the matter of 
cooperatives on both sides of this issue. On page 15 
you point out: 

"Present taxation procedures have allowed 

cooperative enterprises such as Federated 

Cooperatives Limited to expand their whole- 

sale business and to go into production in 

some fields such as chemicals, which is 

an advantage to the farmer since again it 

offers an alternative supply and gives him 

an effective yardstick as to actual cost 

of production of those things which he wes 

to produce agricultural products." 

You are of the opinion that the growth of 
Federated Cooperatives Limited is to some extent due 
to favourable taxation? 


MR. GLEAVE: Partly this, and partly to the 
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willingness of farm people and other people to leave 
some of their savings in to allow this expansion, yes. 

THE CHAIRMAN: "Yes" is your answer? 

MR. GLEAVE: Yes. 

THE CHAIRMAN: The leaving of their savings 
in is generally suggested to be eased by taxation, and 
I suppose that is true, 

MR. GLEAVE: I would think that this is 
SO. 

THE CHAIRMAN: I have nothing further on 
cooperatives. What you say about cooperatives has 
been said to us quite often, 

MR. GLEAVE: Yes. I may say that as a 
farmers' union, while we have no financial interest 
in cooperatives, nonetheless our farm people consider 
and know that they get considerable advantages from 
cooperatives and we are concerned that nothing be 
done that would render them less effective on our 
behalf than they are. That is ovr position. 

THE CHAIRMAN: Thank you. We are intereste 
in this matter of education costs, even though it may 
be beyond the job we have undertaken here. We are 
glad to have a summary of what was put before the 
Royal Commission on Taxation in the province of 
Saskatchewan. I thought this was quite interesting. 
You make the case very clearly that a large share -- 
in fact, the largest share -- of the education costs 
of that province are being borne by the farmers rather 
than the urban dwellers, 

I do not propose to try and test the 


figures you have put before us. That is the job of 
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the other Royal Commission, not ours, Iv think? 

MR, GLEAVE: Yes. I think the Statistics 
there will stand examination, 

THE CHAIRMAN: I am sure they will, 

MR. GLEAVE: I may say that this is a 
general feeling in our unions. We Simply made an 
exerpt from the statement that was put before the 
Royal Commission in Saskatchewan of what we believe 
is the position taken by the five unions, 

THE CHAIRMAN: I thought that some of the 
figures in your tables were quite interesting. I had 
not seen them set forth in this way before. You have, 
of course, covered the whole country in these figures, 
You have shown us many things. I noticed particularly 
that there is a great disparity as between the dif- 
ferent provinces in the proportion of farmers who pay 
income taxes, I was curious as to why this appears, 

I suppose it must reflect the prosperity of the farmer 


But the swing is dramatic, is it not? 
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MR. GLEAVE: Yes, I would Bay LGoia; i V1 
am not in a position to comment on them because we 
have no information in this field, of course. However 
we did ask, or I should say I asked, the people who 
prepared these figures to put them before the 
Commission for your information, because it would be 
useful tee a Commission such as yours to have put 
before you the tax position of the farmers in the 
various provinces and the total taxes which they are 
paying. 

THE CHAIRMAN: Then thank you very much 
indeed, Mr. Gleave. I have no more questions. This 
has been very helpful to us. indeed, It is nice of 
you to come and subject yourself to our questions, 
which I think you have answered very well. We will 
certainly take into consideration all that you have 
said and put before us. Our job is very far from 
done. We have a huge mass of material to digest from 
here on in, As I say, due weight will be given to 
this. In fact, I can certainly see some of your 
Suggestions, which to my way of thinking have con- 
Siderable merit, may be useful. TI will not say that 
all have merit, in my opinion, but some have. 

MR. GLEAVE: That would be too much to 
hope for, sirt 

THE CHAIRMAN: Well, thank you very much 
indeed. We will now stand over until 2:15 this 


afternoon, 


-~-- Luncheon recess, 
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---Upon resuming at 2:30 o'clock p.m, 
THE SECRETARY: Mr. Chairman end Commissioners. 
This afternoon we have a presentation by Mr. Alexander 
K.G. Reid of Vencouver, This brief and the 
Supplementary brief are private submissions of Mr. 
Reid which I now enter into the record as Exhibit No. 
315 and 316, 
---EXHIBIT NO, 315: Brief submitted by 
Mr. Alexander K.G. 
Reid 
---EXHIBIT NO. 316: Supplementary brief 


Submitted by Mr. 
Alexander K.G. Reid 


Mr. Reid will say a few words, Mr. Chairmen, 
before questioning. 

THE CHAIRMAN: Thank you, Mr. Reid. Glad to 
See you. Thank you very much for what you put in to 
us. It has provided us with good reading. We will 
certainly have a few questions to put to you but before 
doing so do I gather you would like to say 2 few words. 

MR. REID: Mr. Cheirman, I feel I have said 
practically all I have to say in this brief and my 
presentation but I am prepared, of course, to elaborate 
on any point which you may feel requires such. I 
might add the submission is made in the philosophical 
Sense that I feel that Canada has and is losing a 
great proportion of her productive elements, her 
people and that something must be done to stem this 
tide and it seems to me that one of the measures most 
easily implemented would be to produce a carrot that 


would attract people to stay in the country and perhaps 
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attract others who are capable and can contribute to our 
country's growth to come to Canada. In other words, to 
make Canada the star in the western world of opportunity. 
I will now make myself available for ail questions, 

THE CHAIRMAN: We are of course tremendously 
concerned with the loss of our human resources, I have 
been impressed by the fact, I think, the educational 
standards of our immigrants are perhaps higher than the 
educational standards of our emigrants, broadly stated, 
Certainly there are exceptions to the reverse but I heve 
heard that we are loSing a lot of our educated people, 
but I have seen not much evidence on that score. Do 
you know of any? Have you any facts to support the 
loss of individuals to other countries? 

MR, REID: Under Exhibit A of this submission 
under the heading "Loss: Skills, blood and brains -- 
wanted: Tools to turn the tide", We have quoted from 
reports to the effect thet we are losing basically in 


our emigation 23.5 per cent of them who are highly 


@ucated and skilled individuals the effect upon the 
average of the population of the whole of Canada would 
Seem to be about 14.9 per cent so it appears there is 

a dilution, in our emigration. It is true we do have 
immigration of highly capable people, skilled people and 
educated people but then that is Something which should 
be expected on balance we should not be losing people, 
We should be attracting people in the hordes. Canada 
has so much to offer, in freedom of effort and in very 
vast natural resourses. We have much to offer. 


Unfortunately the people are not accepting our offer in 
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the quality we should be receiving and there must be a 
reason for it, 

THE CHAIRMAN: You point out that last year 
about 5,500 professional people left Canada plus another 
1,000 belonging to the managerial group. That is 
6,500 out of, I suppose, a total immigration of about 
ten times, Would that be right? 

MR. REID: Forty-seven thousand left our 
country last year, 

THE CHAIRMAN: Of course, the interesting point 
to us would be to what extent this appears to be due 
to taxation, There is very little evidence on that. 

MR, REID: Yes, I agree, Taxation is not 
necessarily the cause directly because they move to 
countries who have similar taxation, The opportunities 
exist in these other countries, I think I am Speaking 
particularly of the United States but these economies 
were built during a period when taxation was a great 
deal lower than it is today. In fact, it was almost 
non-existent. These countries -- I will speak 
particularly of the United States -- grew to stature 
greater than Canada prior to taxation. The momentum 


of the economy was dynamic and not stifled by taxation, 


Canada, I suggest, was vstifled in its early adolescence 
and has really not had an opportunity of developing 
except by encouraging foreign wealth to come in and 
&ploit our resources, 

The nature of Canada or the nature of the 
Canadian people is such that they are not accustomed 


to being entrepreneurs asia nation. of course, we find 
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1] many entrepreneurs in the country but on a per capita 
2) basis I think you will find they are much fewer for our 
3] resources than you find across the border, The result 
4| is the traditional background -- Substantially Scotch, 
5] I can say Sctoch because that is my background, very 
6| careful people and they were brought up in the nineteenth 
7| century, when debt securities were a sound investment 
8| to make and this feeling has continued in Canada to 
9| the detriment of our permanent financing through 
10] equities. 
11 THE CHAIRMAN: I think we will come to the 
12| reasons for that as we move on, We will discuss it 
13) further, I think it will be better if we probably 
14) stuck to the order of your submission and explore the 
15] philosophy which you speak of right now. You approach 
16], taxation on the basis that there should be three types 
17|| of persons taxed, the individual, the business entity, 
18|| andthe conduit, I think. 
19 Mico REID: Yes. Personal entity, business 
20) entity and conduit entity. 
yA THE CHAIRMAN: Many people put to us that 
22) business entity should not itself be taxed, that the 
23] OWners of it should be taxed. It is in fact a conduit 
24| through which profits move to the owners, and that in 
25) fact one cannot tax an inanimate being, one can only 
6] tax a real living person. If one taxes other than 
7 that, it is only taxing on account of the living person. 
8] You do not subscribe to that I do not think, or you 
9] would not be suggesting the 50 per cent tax on a 


_Q| business entity. 
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MR. REID: Mr. Chairman, that premise, I would 
say would be very sound if we could start from scratch 
today but unfortunately we find ourselves Substantially 
tenants in our own country. If we should regard a 
legal entity, a corporation, as simply a conduit in the 
Same Sense as an investment company, then we would find 
all sorts of strange anomolies developing as a result 
of this change of tax treatments to corporations. 

Almost immediately you would have to take 
measures to offset the advantages that might aeerweto 
a very substantial foreign ownership. Even though 
the net result might be the same the change would seem 
to be moving against foreign ownership. I think it 
would be almost impossible to make any move except where 
it was outright beneficial to alter the concept of 
taxation by taxing corporations because of them being 
conduits and changing it simply to apply to owned 
corporations, shareholders or proprietors. I feel we 
have put ourselves in the position of not owning the 
majority of our corporations. We have to live with 
this and adjust to the best way possible without alterning 
the status quo of the foreign owners while at the same 
time being able to award the individuals who produce 
to make these corporations successful. 

At the present time executives of the 
Ma vesactors are very hard pressed in the same way 
the professional is. Owners of business, on the other 
hand, can adjust their tax positions to quite a 
Satisfactory degree. Now, in my own instance, I have 


no complaint about the present taxation as it affects 
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me, I might say I am covered in paragraph 143, 

THE CHAIRMAN: You are incorporated, 

MR, REID: I have a corporation that is owned 
51 per cent by myself and 49 per cent by my wife. I 
can split income. I can move income of the corporation 
to myself as a salary and to the extent that my tax 
rate comes to a point where it will be more beneficial 
to leave it in the corporation, I can leave it in the 
corporation. At some future year I can decide to 
take no ine ome from the corporation but to pay 
dividends and attract substantially no tax. 

I am not complaining about my position. I 
think that taxes should be applied to all individuals 
equally and to allow those individuals to apply their 
efforts and their talents to earn and form capital to 
the best advantage, I do not think one legal entity 
Should have an advantage over another one simply for 
legal reasons, 

That is one of the premises in my submission. 
I feel that by altering the approach that we can 
eliminate some of this injustice that did exist and 
it is not injustice to myself. It is injustice against 
my neighbour who happens to be a doctor and injustice 
against certain business executives I know that are 
not the owners of a business but work for the 
corporation and produce, 

THE CHAIRMAN: I see your points. Some years 
ago I recognizedif I incorporated myself I would pay 
less taxes, I proceeded to tell the government I 


wished to do so. I was informed that I would be 
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1 prosecuted if I did. I was never very sure that there 
2 were any legal grounds but Iwasn't going to fight them. 
3 Certainly if I had been incorporated before I would 
4 have saved myself a certain amount of money because of 
5 the iack of appropriate balance between the two forms 
6 of taxation. 
a) | Mina you, we hear more about the effects of 
8 double taxes on corporate income as being a discriminatidn 
9 against the owners of the corporations. It has been 
10 pointed out they are taxed twice and have to pay more 
11 taxes than does the professional man or wage earner, 
12 Under certain circumstances that may be true but under 
13 other circumstances it is not true, as you state here, 
14 fT am not at all sure that there is notsome justification 
15 for a different method of tax because of the legal 
16 entity on these grounds. You do not agree with that 
17 but the fact that corporations are in a position of 
18 being able to hold up the distribution of its income 
19 which the individual or a partnership cannot do -- 
20 that income must be taxed as earnings -- the corporation 


21 has got the right to defer taxation and that right is 


22 @ valuable one. 

23 MR. REID: In a sense, let us say, the 

24 Small corporation owned by a man and his immediate 
25 family is very similar to a retirement savings plan 


6 without the limitation of 10 per cent, It is a 

7 deferrment. of income. In fact, it is more advantageous 
18 because it can be deferred beyond his 71st birthday. 

'9 THE CHAIRMAN: Provided it is not a personal 


_ Q corporation. 


1 
! 
| 
} 


wad? teats of ania d' prowl tat abeemy Leget yon sane 


igcaiminos! » vtaled ee wo val BietogiToo Mo BeEaT oidgoa. 7 


erst? Irs maya use Ieven 208. D- OeS =t Devpoodo 


bitow ( stp lisd Setaiogtoorl eased bad IT 22 Yiae 20 | 

% sapsogd Yenom To Uawoms oOLaryiso 8 Vise oon ‘we 
senot.wed sail Geared gonelisd stalsgomggs to sic ott 
Moliaxed Be 


to AT osLIS off feotTr Stor teed. on, noe SOOEA 


nave > og pe fot _ s10Gq* oo sv10 we Fs aT Sn 40 eqdi JSanlens 
anom tag of evant. ben eclatd bewta? ots yes: Jo DOT 
“sour Suaw Yo @em lavolees}o%q od0-s80b, nad? ae 


eaAnw 22 ay) wel ar Gact esornetemsorwloa ghaiaeo a 


ssa e@efats why , ion af a2 aponsiemeosho cee om 
eRe) -7A7tet: a ot vrei? uy § e {is von 5 
5 ewes podsgem gestellis &€ ted 
Icey Woste sett ft > /H07 shirtew, saad? no ieee 
qs a! 2 fy eid tonal oat cau 


~ ’ f ( , og Iechivibot ed? eeiae 
e 
: ' . 29 #65 Sexeslt eo Jew of sl Saaz 
32 > ‘ i y . tS \ a2 ‘ cer % efi2 on 
ecK fis a's 
bs 7% Q cTT MP 1) 


go 8h aT nevh af Sf .Sori nl .emoecen.. bovinen tia 
U7 a of ‘ oni tri honeyed = 45 &*) . * Aa f > * 9 +o a 
vy ae 4 i weCgesd LavTivied oo Geo Ti s62ogm 


ano 6. 5 vow wef 22L Oektvoss cAOKSLAND FAT - - 


ole 


ANGUS, STONEHOUSE & CO. LTD. 8081 
TORONTO, ONTARIO 


MR, REID: Yes, 

THE CHAIRMAN: I would like to take a close 
look at how you work out your personal income tax, You 
have worked out a scheme of taxation, I was not able 
to quite follow how you got at it, I think it must be 
my fault, You have got a schedule at the back here, 

MR, REID: Correct, 

THE CHAIRMAN: And they show that at some tax 
rate your proposed tax is higher but generally it is 


lower, generally it is quite a bit lower. Table 2 is 


| what I was looking at and the present tax on $3,100.00 


underithe conditions that you have set forth is 


$140.00, 4s per cent, Where does the $155.00 come 
from? 

MR, REID: This is based on a flat rate of io 
per cent of all income received from the first dollar. 
There is a basic floor of 5 per cent. Then there are 
Suggested personal deductions, In this case I have 
suggested $3,100, 00 for a married individual as against 
$2,100,00 as it now exists today. This again is just 
a figure I have taken, It seems to work out, 

THE CHAIRMAN: For a married man as against 
$2, 000,00, 

MR, REID: As against $2,100.00 using his 
Standard deductions for medical and charitable donations 
S0 I have increased that by $1,000.00 simply because it 
works out, Then the basic tax of 5 per cent would 
apply fr6m the first dollar of income. Then $3,100.00 
in the case of a married man without children would 


apply as a deduction against the full income and after 
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personal deductions, From there on to $50,000.00 would 
attract a further 10 per cent tax making a combined 
tax of 15 per cent. This is a proportional type of tax, 
In fact it is a three stage proportional tax, five 
per cent, 15 per cent and then above the $50,000,00 the 
tax is 50 per cent making his proportional tax from 
there on 65 per cent, 

THE CHAIRMAN: These are pretty big steps, 
are they not? 


-MR, REID: Yes, they are. Well, the step 


above 50 is a big step. I might add it is political. 


You see that it does not disturb very substantially the 


tax rate applicable today, Let us take $92,000,00 


level of income where the income today would be 49 per 


cent on his total income, He would pay 35.9 per cent 


yj on this proposed scale, The reason that it shows 


lower is because the 15 per cent proportional tax on 


the first $50,000.00 is so mech lower, The purpose 


there is to give the young executive, the young 


professional, the young businessman, employee, tradesman, 


an opportunity to work hard and to have a work capital 
and that is what we lack today. I am very aware of 
this in discussing this matter with my son and his 
contemporaries because I know what it does, I will 
give you an example. My son is quite an entrepreneur 
in heart and he and some other chaps of his own age 
decided they would get control of a company so they 


borrowed some money from the bank and they proceeded 


to acquire the shares of this small processing company. 


The management was poor incidentally, and they felt 
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that by getting control of the company they could remove 
the manager and put in brighter people in and make a 
Successful company. They didn't do their homework well 
enough and they did not succeed in getting controi of 


the company with the result that the shares that they 


had bought had less value than what they paid for them, 


‘Now, he lost close to $10,000.00 for his part of the 


deal, He is earning quite a substantial income today 


but because it is all earned income in his hands, 


| salary and.commissions, his tax rate is very substantial, 


and it is going to take him several years to pay off. 
this debt, It probably has discouraged him a little 
Dao, I don't think it will in the long run but look 

at those years that are lost! This is the shocking 
part of it, the years that are lost, If his loss could 
be recouped fairly rapidly then he could try again. 

It might be until he is thirty before he will make 
another stab at this unless something unforeseen should 
happen, a windfall of some sort, 


This is just one small example, There are 


many different examples that can be seen today that 


we do not erneides because it is a condition that 
exists but if we could make opportunities available for 
these young people to apply their initiative and their 
ability comraa capital out of income and to become 
investors in our country I think that the ills we 


See today would not be am pronounced as they are today, 
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14 We would find that perhaps we were not so much tenants 


g| in that way and that we might be more the earners of 


3 
4 
5 
6 


ws 


_ 


= 


our country, 

THE CHAIRMAN: In order to do that should not 
the abatement that you speak of be further down the 
line than you propose? I have been contrasting your 
two columns here, and I note that at $4,100.00 the rate 
which you propose is about 3 per cent less than the 


present taxes, $305,00 as against $310.00. Then I go 


up, and the $455.00 as against $510.00 is about 10 per 


cent, On $6,100.00 the reduction is about 15 per cent. 

I would have thought it is probably $10,000,00 
down when you are thinking about the use of the country 
being able-to save more of their earnings. When you 
get up to $10,000,00 the reduction in your plan as 
against the present rates is about 40 per cent. iy 
really drops at $17,000.00, when it comes down to about 
half what it now is. At $27,000.00 you reduce it from 
$8,660.00 to $3,755.00, which is about a 50 per cent 
cut, and so on, Your proposal really produces major 
reductions in the rates between $25,000.00 and $$70,000,0 
or in that area, 

MR, REID: This is correct, Mr. Chairman. This 
is the first measure. To begin with, we are faced with 
producing as much as fiscal revenue today, under any 
proposal, as we need today. We cannot hope to get 
@ reduction. in total fiscal revenue, We have to meet 
that fiscal revenue unless measures are found to 
economize, but I do not expect that will be as easily 


implemented as adjusting the measures of collection, 
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But the first stage is to create the incentive 
2| for people who are ready and able to take action today. 

3] The next step -- and you will notice this farther in 

t| my submission -- as time progresses is to keep raising 


3; the personal deductions so that the lower income brackets 


Ba) 


become non-taxpayers, because I feel it is very 


desirable that the low income brackets do not pay any 


—e 


3] Girect tax; that they should be substantially exempt from 
y| income tax, Then ultimately to remove sales taxes, 
| So that the take-home pay of the workers, the people 


who may never find themselves with an opportunity of 


a. 


| earning much income, will mean that these people WikLd be 
i able to get a good return for their services and be able 
j| vo seel their services at a competitive rate to other 

1 countries. 


In other words, the cost of producing our 


| ed 


{|| Canadian products will be kept lower by virtue of the 


fact that the take-home pay of the workers will be 


, cocoa 


higher because of low taxation. This will, of course, 


1 cecal 


| require a buoyant economy. You cannot start cutting 

2) taxes out at the bottom, because that is your main: 

| Source. of revenue, 

). At the present time, if you reduce the income 
y.| tax by 1 per cent in regard to a man who is earning 

| $3,000.00, it really does not accomplish anything for 

4 the economy; it does not give the spur to the aon oan 

i that a substantial reduction in the heavily -progressive 
~ tax in the $10,000.00 to $50,000.00 brackets would. 

¢ These people at the present time are spending much of 


C their efforts in finding ways of avoiding tax. If they 
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have a straight forward taxing system they say, "This 
is a fair tax... We just forget about our tax problem, 
Let us get to work and produce more income", In the 
process of producing more income, they produce more 
efficiently for their companies and more efficiently 
for our country. 

This is the theory. How naive it might be, 
I do not know; but I feel this is the way and I think 
I should express it. 

THE CHAIRMAN: It certainly bears some looking 
at. I think it is a worthy end to try and remove the 
lower income people from taxation, providing that one 
does not feel that they would be escaping their normal 
obligations. It is a nice point as to when taxation 
Should start. Afterall, what is government 
expenditure? It is expenditure on our collective 
services, and some of the services are just as highly 
essential to the individual as is food, clothing and 
shelter, There is no way of preventing one spending 
money on food, clothing and shelter, 

Should he be totally left out of taxation? 
Should that burden be passed on to others, even though 
these services are essential to him? Where should you 
eliminate tax on them? I think the best one can do is 
to find a compromise somewhere, No country, so far as 
I know, has achieved their deductions on a basis with 
regard to which they can say, "This is subsistance" or 
"This is a poverty level", 

MR, REID: Mr. Chairman, if in the future it 


is possible to remove taxation from the low income groups 


——— 
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it would seem to me that this in effect reduces our 
production costs to the extent that the individual 
receives his full income in the form of payment without 
a further responsibility to pay tax. 

I am thinking in terms of exports, 
Domestically it does not matter too much; but in terms 
of exports, labour is a big factor in most industries. 
In some industries, it is not a big factor; but I think 
in most industries I would be right in saying that 
labour is a predominant cost. 

If the wages to labour can be fair and 
free of tax, it must reflect in a lower cost of doing 
business, The result would be that production would 
increase in turn, increasing profits, out of which, as 
[I term it, a royalty would be paid to the country. So 
in effect labour is receiving a larger wage indirectly 
through social benefits, which are paid for out of his 
contribution to the production of the country. But 
it does not come in the form of a cost; it comes in 
the form of a division of realized profits. 

THE CHAIRMAN: What is more, the domestic 
merket would be increased, which would be a very 
valuable contribution to our economy. 

MR. REID: Yes. 

THE CHAIRMAN: I think we must start off by 
recognizing that all taxation is a burden, and the 
Question is, how is it going to be spread? 

MR, REID: That is correct, Mr, Chairman, 

In the most comfortable form. 


THE CHAIRMAN: That is right; in the least 
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1 damaging form, 

2 MR, REID: In the least damaging form. 

3 THE CHAIRMAN: Taxation itself is not something 
4] which gives the economy a lift. It is a depressant. 

5| Then there is the other side of the taxation question; 

6] the expenditure of the monies raised in taxation. That 
7| may be just as important, but that is not what we are 

8] concerned about; we are concerned about taxation and 

9| I think our job is to find out just how to arrange it 

)}/ so it will have the least damaging economic effect. 


l MR, REID: I find myself in full agreement 


~~ 


with you, Mr. Chairman. 


a) THE CHATRMAN: Certainly when one puts it on to 


~~ 


wage earners it dampens their ability to spend money. 

|; It raises the costs of corporations in some ways, 

| although you say no. We will come to that in a minute. 
|] When you put it on professional people, shareholders, 

|} @nd so on, it certainly diminishes their ability to 

|| invest, 

We have to select the best method out of 

y/ @11 these bad choices. I do not think there is any 

y]| method we can find that will not have some i111 effects. 
! Your priorities, I think, for the diminution 
‘| of tax are, first of all, the middle brackets, so as 

‘| to increase investment; secondly, the lower brackets, 

( to reduce manufacturing costs, and then, I suppose 

i from what you have said, sales tax perhaps? 

é MR, REID: That is correct, Mr. Chairman. 

$ THE CHAIRMAN: Would that be about the way 


0 that you rate the priorities? 


>) 


TN A rou 


‘ 
~ ‘ 
aie wry f 
1} J YY } 
4 I 
- 
é 
y 
s* 
a | 
2; rs 


A wa 

iy ne ee 

“ % ; ve . 

ee eee hice 
nee | 


of off nt: earae il 
ffuyeah : MAM AMD a? } 


. _ 
7 ¥ ne o®g ort esvig " 
7 


S's Yedwn ef7 ef saa 


v3 Wo stwoloas 7 


= 
wiiaogal ee Cah eee 
2 Z ; 

“a7 {| ’0oGga Hows 77 


at dol Spe ae 


odio wha’ bee 


9 oO sbalatg 


: a oy ia uamdy, 


R i 
~SI2 Aas 


me 6sese toe 4 
ware ook 


rot woe Sate a 


ANGUS, STONEHOUSE & CO. LTD. 8089 
TORONTO, ONTARIO 


MR, REID: In about that order, Mr. Chairman. 
There is one point in mentioning the professionals 
dilemma. I think 40 has come to the notice of most 
people today, certainly in British Columbia, that the 
medical profession has required an increase in fee 
structure. Of course, this has brought the labour 
unions up in arms. They could not see where the 
professionals needed an increase, because they were the 
highest income group in the country, at least 
according to statistics. I think we know differently. 
The unfortunate part is that the fee 
produces less and less take-home pay for the medical 
profession, and for any profession, as it increases, 
So in order to retain, let us say, $1.00, they have 
to increase their fees $2.00. Later on, as they get 
into a higher bracket, they will have to increase 
their fees $3.00 to retain $1.00. 
This is one of the reasons why I propose 
that the professions, even though they are denied 
incorporation, should havethe advantage of what I 
term a business entity and should be taxed in the same 
Manner as a corporation or a partnership or a private 
proprietor; that anybody who is actively in business 
through a profession or commercial activity would be 
rated the same way for tax purposes; that activity 
would determine tax, rather than legal entity. 
COMMISSIONER GRANT: The medical practitioner, 
Mr. Reid, who is going to get a higher fee for his 
Services -- that is, under a pre-paid medical system -- 


is not in any different position, is he, except in so 
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salaried man or to the labour unionist who acts under a 
job classification labour contract? It is just the 
amount of tax that he pays in the higher bracket that 
you are stressing? 

MR. REID: That is correct, Mr. Grant. 

THE CHAIRMAN: The diminishing net return to 
him? 

MR. REID: The diminishing net return to him, 
But in a sense he operates a business. Of course, 
tied in with this, Mr. Grant, is the proposed amelioration 
of the $10,000.00 to $50,000.00 rates, because this 
would cover the executive, labour, skilled and unskilled, 
and anybody in an employed capacity. So that you 
would in a sense have a dual role for a businessman, 
incorporated or unincorporated, or profession -- that 
he would have his professional business. Then he would 
be an employee of that professional business, in the 
Same Sense that the owner of a corporation today can 
employ himself. That you would have two approaches 
to taxation. The business entity would be in business 
for profits, and "profits”™ means anything in the way 
of a figure on the black side of the ledger; that is, 
from capital gains, from revenue, from services or 
trading commodities. 

In the business entity the tax would be at a 
50 per cent rate from the first dollar. But you could 
See what would happen, that he would drain that company 
until he reached the point of 65 per cent on a personal 


basis, and then he would leave the balance in the 
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company. This allows a professional, an unincorporated 
business, to do what is possible under a corporate 
structure today owned by a close family group, shall we 
say, husband and wife. 

COMMISSIONER GRANT: I daresay that the only 
thing that prevents the professional man from 
incorporating today is his own society's act under 
which he is licensed to practice, which is a provincial 
matter and not a federal matter? 

MR, REID: Yes. 

THE CHAIRMAN: Professional people have, of 
course, found a way to circumvent that, you may or may 
not know. I know of one or two firms of chartered 
accountants which you would never know were 
incorporated because they assume full personal liability 
for their acts; the incorporation does not interfere 
with that. The corporation is really a tax entity 
behind the facade of the partnership. I say "facade" 
because it is still a full partnership, because the 
people in the partnership still assume full liability. 

MR, REID: This is one of those circumventions 
Mr. Chairman, that could be avoided, Today our tax 
laws are difficult, They have been put together over 
many decades and probably the Sophisticate can find 
WayS and means of arranging his affairs so as to 
attract minimum taxation; but most people are not too 
aware of these things. It results in inequity. It 
is available to everybody, but not everybody knows 
What measures can be taken. 


It would seem to be much more sensible, if this 
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is possible, to work right out in the open and say, 
"Well, this is the law. This applies to everybody, 
whether you are aware of it or not", Today you have 
to spend a lot of time studying whet can be done and 
what cannot be done, and also there is the risk of an 
alteration affecting your long term plans. 

THE CHAIRMAN: An alternative has been put 
to us which I think accomplishes the same thing that 
you seek and is much more simple under our existing 
system. That is, to eliminate the lower rate of 
corporation tax, move into the single rate at the 
higher level, and then to permit certain types of 
corporations to be taxed as if they were partnerships. 
There is a precedent for this in other countries. 

At the higher rate of corporation tax I think 
there would be little benefit to the professional man 
becoming incorporated. In fact, he might be better off 
than the incorporated man. Therefore the straightening 
out would go in the other direction, the direction of 
which you speak, But nevertheless it becomes a 
parity either way. Do you follow me? 

MR. REID: I do not think I do, Mr. Chairman. 

THE CHAIRMAN: First of all, we have one 
rate of corporation tax, Then we allow certain small 
companies or private companies to in fact elect to 
be taxed as though they were partnerships or sole 
traders, So that they can put themselves on the same 
level as the others, 

If corporations were only taxed at the higher 


Tate, the advantage would be to move in the direction 
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of being taxed as though they were unincorporated, not 
the direction that you put it at, because the reason 
a company has a favourable rate of tax, on your 
thesis, is, I think, because of the lower rate of 
tax on the lower earnings? 

MR. REID: Yes. 

THE CHAIRMAN: If you eliminated that, it 
would not be so. 

MR. REID: This is unquestionably a factor, 
But there is another point also, again reversing it 
to my suggestion. We will take the professional 
again, a medical man who has established his practice 


and then he decides to specialize. 
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Then he has a further course to go through at quite a bit 
of expense to himself and loss of earnings, This is a 
capital investment in future earning Capacity, yet 
he is not allowed to deduct this expense as a business 
expense, I think this should be allowed, because if 
a business executive is sent down to Harvard School of 
business to equip himself for a senior executive 
position, that is an expense which is deductible in the 
business. Am I not right on that? 

Therefore, my suggestion is mainly to bring 
equal opportunity to everybody, regardless of their 
profession or trade, and without his having to become 
a tax accountant in his spare time. 

THE CHAIRMAN: We have had representations to 
this effect before, that some means should be found for 
Spreading higher education costs over a man's earning 
period, It is hard really to see how this could be 
achieved. First of all, one has to decide what are 
those particular education costs. Perhaps what you say 
is quite right and that they should be written off in 
Some way, 

One opens up a tremendous area here, For 
example, why should one discriminate in the case of 
technical or diploma courses as against degree courses, 
and So on? It may make it so difficult that the system 
Could not stand up to it, I do not know. There is 
undoubtedly a lot in what Youc$seyin Mr a iReid. 

COMMISSIONER GRANT: Just before leaving the 
Personal entity, Mr. Chairman, I should just like to 


discuss with Mr. Reid the effects that this would have 
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on the low income earner who is today exempt from income 
tax. He would immediately pay tax on his earnings of 

B per cent. While you are prepared to give up between 
9 and 10 per cent, based on the 1960 total personal 
income tax take, on the ground that you will make it up 
on the business entity and Sales, yet I cannot help but 
feel that to adopt your whole concept of taxation as 
set forth in your brief would create a terrific impact 
on the low wage earner, notwithstanding the fact that 
you are increasing the exemption by $1,100.00 to a 
married couple. Would you express yourself on that? 

MR. REID: As I qualified my remarks in the 
opening part of my submission, these are, of course 
prepared as a basis for thought. I do not purport to 
be an expert Statistically on income tax. It is Simply 
to get the idea over in reallocating the tax burden 
to allow greater production to our economy. 

In the instance of the very low income bracket 
there is a flat basis of five per cent. You will 
notice too that accompanying this is the suggestion 
that family allowances be exempt and that old age 
security payments be exempt from income tax. Perhaps 
some alteration would be required in the personal 
deductions as well, So that the low income individual 
Would not be hurt in any Way, at worst being left 
Status quo, It is not the intent to load the low 
income earner with even a percentage of tax, but to 
hold the line there until we get our economy moving, 
Siving incentives to the people already in a position to 


P¥oduce, and then to take a progressive step to lift 
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the burden from the very low income brackets. This 
would have to come second because we need the impetus, 

THE CHAIRMAN: We are told that this would add 
one and a half million people to the tax roll and $9 
million in new revenue, 

COMMISSIONER GRANT: Notwithstanding that the 
low income earner is not now subject to tax, there are 
many Wage earners in the country who, due to the 
exemptions -- that is, wage earners with families of 
5 or 6, and so on, who are earning around $3,500.00, 
and so on, who are not subject to tax at all -- 
suddenly they will be confronted with a tax of $150.00. 
They Will be told that they had accepted the family 
allowance and that they would not pay tax on that, but 
they will say that they could not care less; that they 
may not pay tax on that allowance, but they did not pay 
any tax on family allowance before. There is where 
your proposal does affect a vast number of the citizens 
of this country. That is why I am asking you whether 
or not you have any further explanation for your stand 
than appears in your brief. 

MR, REID: Mr. Grant, you have a point, there 
1s no question about that. Perhaps one of the analysts 
Would come up with an accounting suggestion, perhaps 
Something like the elimination of the first $1, 000,00 
or $1500.00 or $2,000.00 of income from the five per 
cent, But the revenue would have to be raised by 
Sales tax or some other measure, 

I wonder whether a more buoyant economy would 


not produce improvement within a year or two of incomes 
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generally in the lower income brackets, except those who 
are incapable of working. 

THE CHAIRMAN: That is something which, of 
course, we can take a look at and try to assimiliate in 
our economy. Shall we move on to depreciation 
allowances? I find the greatest difficulty in seeing 
much merit in this proposal, which we have had several 
times before, but I may be overlooking something. You 
say that a free depreciation be permitted, that is up 
to 100 per cent. 

MR. REID: Yes. 

THE CHAIRMAN: Depreciation is essentially a 
measure of the erosion through wear and tear or 
obsolescence of fixed assets. It is something to 
measure income. It is not a tax soncession as I see it, 
but something to measure income, If it is something 
to measure income, the best measurement of it is 
achieved when taxes are not involved, That is when 
the management of a company is reporting on its 
operations to the owners of the company. They are 
the figures which we find in financial statements, 
particularily in those statement which do not use 
capital cost allowances for the measurement of income, 

When we find that, we invariably, I think, 
find that the capital cost allowance has been greater 
than has the depreciation claimed, This is, to some 
extent, because the system has not fully matured. The 
lines may, of course, in most companies at some time 
or other cross, but up to now that has been the case. 


To that extent the existing system has been generous 
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up to now, 

Your proposal is to inerease the generosity, 
because I think it can only be generosity. TI think 
one must call it that. Once it goes beyond the 
measurement of income it is a concession of generous 
treatment. 

Now, you say that this does not cost very 
much because it catches up at some time. T think the 
cost to the government is enormous, and that the 
benefits are also enormous. There is a vast amount 
of money which, on the best measurement of income , 
would have passed to the government, which because there 
was not the best measurement of income stays with 
industry, and there is no interest charged. 

AS you know, money is valuable if you are 
in business, and it has a price. Certainly when the 
government is out that money it has to pay interest in 
respect of other money. Recently I was in your 
province, and I was concerned with the affairs of 
the B.C. Electric. They had $44 million,being the 
balance of the reserve to set forth the difference 
between taxes paid on capital cost allowances and on 
depreciation. Tf you take that kind of money and 
mitiply it by the number of companies all over the 
Country, it adds up to a huge sum which annually the 
sovernment loses out on. 

MR, REID: I do not think TI suggested that 
there was no difference in cost, because I should be 
acutely aware of the value of compound interest, 


However, we do need a shot in the arm to our economy. 


ae eta ; _ : | 


- on mae 5 


el 


re erar ar. ame 
dial poked womoe se ef 3r smoonk Yo a 


_ 
- 
- - 


1 pe | : eT 4 a 
“ger 400 60 eoult! way: Thee Yam voy: oat: , 
Sue setae FT ,ei. wos 3a qu ecdotao St SBe cond: Mite 


7 ee 
erly Dats ous . wecwter® ef JopertmVveg She ga 


Sepomse Terv a Bf arod? wetter? cole Sts) 675s 
( 


ego uti Sa tase 6 WG om sand off. noo, Garhe 

sists swuoned dotde Jawmnreevoy sé? 67 nonssq’ vad 
at eqie Mock te Jo sennreTreM sand oy 
Sesto teededa! om at ‘edesit: Heep yaae 

emysi uy ft sl@epiny Gt P onCe worl toy SA pasa 


wiztaein ttotecnr! 8 .Sotty © ed SE Bae , seentend 


i feeeSed Geq oF sect G2 enna Upp Guo at SEeEe 


to e2tetle ef dtin Oonsenws sew i bas (S20 
wie aeakwd, 61i0im BAe har coir .ofnv esta (0.4 

eanetettih val? @?aut Jed af aytoans Say Oe be 
qo fin seonsholle SEou inion it OLFy esbit 180 

bas yar To Heid sev eilet aey Ps | MO rIaLe af 


Vey 
oft tava lie @etnegede lo todtwn od? Yd Ul Tete 


“ 


| 
| 
) 
| “ene ali caw k vitesse  ynnce Waid Io Fok 


ends ez (nua aolsie wae Cyt * 9F on Gbie tf , 
te Tho soak a 

5 beversare Tt mer font ob T «saan me 

ed bruvode T saeoes! Seo ag ondwreTith on Toe 
.Stotasnt paveqoy > ‘© suley sf? to: wusms | 


sYomeoe Wo oF OTE soc at sorte '« ‘besnob ow 
4, 7 7 ; ae 


fe 
a & a 


e 


ANGUS, STONEHOUSE & CO. LTD. 8099 
TORONTO, ONTARIO 


We need incentives to improve our plant and equipment, 
and if there is a chance to recapture the investment 
at an early date so as to make cash available again, I 
think this measure could be most helpful to us, even 
if it were a temporary measure for two or three years, 
So as to Spur capital investment. 

From a practical standpoint on the question 
whether many companies would take advantage of the 
full 100 per cent unless it applied it to the needs 
of their business, let us take, for example, the case 
of a bank with a building which is being amortized 
over 40 years, These are substantial investments. 

I doubt very much whether a corporation of that type 
would write off the building at the rate of 100 per 
cent, because it would distort their earnings flow 
and distort --- 

THE CHAIRMAN: Well, would you take the case 
of a manufacturing company rather than a bank, which 
is essentially a service business. 

MR. REID: Yes, that is correct, Let us take 
the case of a manufacturer who has a Substantial amount 
of his capital in production equipment and would 
probably be a person who would use the heavy write-off 
to the extreme, 

THE CHAIRMAN: Tf I were a shareholder and 
the directors did not eliminate profits for tax 
purposes when they were able to do So, I would expect 
to find a new board of directors there, That is 
their Job, to make the lowest possible profits for 


vax purposes, and if they did not take advantage of 
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that they should not be there. There is no reason why 
they should not, where they can, eliminate profits for 
tax purposes. They report the profits and they set up 
reserves to make up the difference, But for tax 
purposes they should not be paying taxes when the law 
does not require them to, 

MR, REID: Other considerations have to be 
taken into account in reducing profits to the extent 
Where established dividends are in jeopardy. 

THE CHAIRMAN: But this does not affect that, 
This is only capital cost allowances to which you are 
directing your attention. It is not changing the 
depreciation for corporate purposes at all. This would 
not affect the reported profits. 

MR, REID: One thing I omitted here which I 
Should have put in was that depreciation of equipment 
for tax purposes would have to be carried in the 
balance sheet of the corporation. You cannot have two 
sets of books, one for --- 

THE CHAIRMAN: We do now. 

MR, REID: Yes, but that is something which I 

“omitted. 

THE CHAIRMAN: Then if you are going to 
describe that I will accept what you say as a fair 
Statement, To the extent that the companies are 
prepared to take 100 per cent and report it, and so on, 
that is your recommendation? 

MR, REID: Yes, that is my recommendation. 

THE CHAIRMAN: You will have the whole 


accounting profession down your neck immediately, of 
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course. If you remember, some years ago this was the 
practice, and one of the largest Canadian companies, 
Aluminum I think it was, wrote off the maximum 
permitted for tax purposes. Therefore they had to put 
a footnote at the bottom of the income account so as 

to explain what was their practice, because otherwise 
the income account was useless, Do you recall that? 

MR. REID: Yes. 

THE CHAIRMAN: I think you have a return to 
that position. 

MR, REID: Yes. But if the balance sheet 
reflects the actual write-off, one balance sheet for 
the tax assessor and for the shareholders, then you 
know exactly where you stand as a company. 

THE CHAIRMAN: I think that is a most 
important matter, Whether or not one goes to 100 per 
cent, should tax write-offs be restricted to the amount 
in the books? If one believes what I have said, that 
this is to measure income, the best measurement of 
income is that which is recorded in the books and 
reported to the shareholders, It seems to me that for 
tax purposes that is the best measurement and should be 
the one used, However, that is not our system at the 
present time. 

COMMISSIONER GRANT: Today, Mr. Chairman, is 
it not possible for a company not to take depreciation 
and not to disclose that in the average type of balance 
Sheet and financial statement which is published? 

THE CHAIRMAN: No, Mr. Grant. It is possible 


not to take capital cost allowance and not disclose it, 
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but it is not possible not to take depreciation, because 


its financial statement, and therefore one sees) it. 

But capital cost allowance is a different matter, That 
is a technical term which one uses to Speak of a write- 
off permitted under the Income Tax Act which is not 
saadationy Do you agree, Mr. Reid? 

MR. REID: Yes, Mr. Chairman. 

COMMISSIONER GRANT: In any case, today a 
company can forgo capital cost depreciation, 

THE CHAIRMAN: Yes, surely. 

COMMISSIONER GRANT: And it is not disclosed 
in the financial statement. 

THE CHAIRMAN: I think accountants now require 
that it either be disclosed in a footnote or in the 
ennual report or something else. 

COMMISSIONER GRANT: Certainly it should be, 
otherwise it is misleading to the investors, 

THE CHAIRMAN: I quite agree, Then I think 
we have explored your views on depreciation, Mr. Reid, 
The important point is that you would relate these to 
What is on the financial statements, 

MR, REID: Yes. That was an important 
omission, 

THE CHAIRMAN; It did cause me to take off 
pretty fast when I saw it, and whether one would ever 


achieve economic benefits in proportion to the taxes 


conceded I would have some misgivings about, But if 
One tied it to the account I agree with you that they 


Would not all Jump to 100 per cent, although I think a 


ime | os alld ei Rent! and) 
if baal | Pee: tacte’s es sat oman 
| Aewien ;oM erge WOE OT 20.Abs! 
_qetaiee> “4. ae s Gna cig) 

a°gatay (shat wa at ~@SRPRD MAMOTESINNOD ; 
Ae l?etor=4orb tree 1p%eqee on tcl ano) a 


a 


tiem . 907° @RANALARO Gt _ 


a 


geesbenth bor of oF tod + teed RRORSGERN SS “ane © 
| Tt ieee ese oan 


Si2cpes ert ajivegadaces antec 7. eeaRKCARS iT ys 
7 : 


| ste nl <o Séutcot-# e2 teogtoatt ed wedige ei 
| nets Qala? amon sto: @ogew Da 
| (oe bleewie 2 qinterte . eTARG MMOL ALIMMOS ; 


_Srotasvet aff of guibesliain, sige sat " 
gnrae = esa? eee efEnp T) eARARD SRT “s 


Nib a 


Shak Wl (oeteeioveqed ae- SeRrv-mdy besofqxe 2 ne | 
7 2am poaiet Sine voy fsal Bf daseg fiadtoqte 7 


stn eszeta istonantt ai? go. at 


: : 
Snat%oort of Bee tet? eer sQte ve ; 
2 a 


= 


. ; 7 
‘lo t¥44 of So sagiae bLD ST - +MeNAIAMD SEP. oa 


"209 Hiuow sme talteade Side, 22 wast wale tHe ws / 
P i 5: ~ f : 
weend sit? oF solstaqelg at erttened ‘shaonp 98 
| - 
te Oud, . todR. a ae ‘wes svad biwee . 5 a7 
a, tah? we dase ovine : alent earns S 


oy rpms oases 90 0 wee 


a oA , on 


=>, > 


ANGUS, STONEHOUSE & CO. LTD. 8103 
TORONTO, ONTARIO 


1] lot would. 

2 MR. REID: There would be exceptional cases 

3] where a cash capital turnover was required to expand the 
4] business and expand the profits, 

5 THE CHAIRMAN: Expense accounts is next. I do 
6] not understand what you mean in paragraph 72, where you 
7 Pecauend "that travel expenses and related promotional/ 
8] entertainment expenses, other than strictly transportation 
9| and bed, be regarded as an incidence of the income of 

10| the individual incurring such expenses", That is for 
11| business purposes, Deductible expenses would be 

12] restricted to travel and related promotionai/entertainment 
13] expenses, I do not follow that. 

14 MR, REID: Perhaps I might explain as this is 
15] a little obscure. Two or three of my associates have 
16] gone over this brief since I submitted it, and 

17] unfortunately I did not read it beforehand. 

18 This i8 one point which was brought up, and 

19| they suggested that I was a little naive in my thinking. 
20} I am still not convinced thet I am, provided, of course, 
41] that the steeply graduated tax between $10,000.00 and 

22/ $50,000.00 is altered to a proportional tax, because 

43] these things go hand in hand. 

24 If a travelling salesman was given an expense 
3] account today, let us say of $2,000.00, this is to 

26! cover travel, hotel and food. It will also involve 

27 taking Mr, Jones, one of his special accounts, out to 

48] the Maritime Grill in the Ritz, perhaps, or even go 
further than that and involve a $50.00, $60.00, or 


$75.00 evening. This extra expense and the travel, bed 
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and board becomes an incident of his Salary, In other 
words, this is a payment to him in his Salary. He is 
earning $10,000.00 a year, and the portion which he 
Spends on promotional expenses above travel, bed and 
board increases his income to $10,500.00 or $11,000.00, 
It is true that his company will Say: Well, look, Mr, 
Salesman, we are going to add an extra 15 per cent to 
what we normally pay you, and that will cover the tax 
payment you are going to be out at the end of the year. 
At least, there is a bit of discipline going on 
internally in the corporation, especially when this 
successful salesman is approaching the $650, 000.00 
level, when any excess is going to start attracting a 
pretty heavy additional tax of 50 per cent. 

I think that while this proposal as it is 
here might be a little naive, there is some sense to it 
in that corporations or an employer will watch the 
expenditures a little bit more. The employee, the 
Salesman or the executive who is pending the expense 
account money is going to be pretty careful how he 
Spends it, and when he does have to Spend it it is 
going to make more of an impression on his customer, 
because the customer will notice that it is coming 
out of his pocket. I think there would be a tendency 
to economize a little more than they do today. 

THE CHAIRMAN: The customer cannot think it is 
Coming out of his pocket because it is not, it is not 
of his employer's pocket. The only thing coming out 
of his pocket is the tax, 


MR. REID: Yes, but it is shared a little more 
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THE CHAIRMAN: Would it not be Simpler and more 
convenient to put the penalty on the @€mployer rather 
than on the employee by disallowing these items as 
expenses? 

MR. REID: Disallowing it entirely? In that 
case it could be added as a further reward to the 
employee, could it not? No, if it was disallowed ag 
an expense that is a good thought. 

THE CHAIRMAN: They have tried to do this in 
the States. There are forms of all kinds listing things 
which are allowable so as to keep it down to reasonable 
limits. They have even got to the point now where 
unless you have a business conversation immediately 
before your dinner you cannot charge it up. You can 
carry it really to the point of absurdity, but if one 
is going to police this thing you have to make certain 
rules. 

MR, REID; And they get broken so easily. 

THE CHAIRMAN: Yes. But the Americans are 
trying to make rules and to enforce them, 

MR, REID: May I read whet one of my partners 
had to say about this expense account business, He 
Said: 

"I like your idea here, but 

what happens in the case of travel 

in other countries? For instance, 

in travel in the U.S.A. as a 

director at the expense of a 


certain company generally, also 
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for the ‘Financial Analyst', to 
say nothing of another company. 
Forgetting about the latter, how 
do I convince them to increase 
the expense allowance enough to 
compensate for my increased tax 
thereon? 
I think your bed and board 
idea will lead to all sorts of 
crookedness, just as the present 
charitable donations receipts 
from all sorts of small religious 
bodies lead to false receipts. 
I know of no sure way of €liminating 
evils of expense account Living 
except by drastic reduction of 
taxes," 
The proposal which I have meade on personal 
entity tax would be a drastic reduction in taxes, 
Perhaps I might read one further comment; 
"Your suggestions as to 
expense accounts I think are 
Somewhat idealistic, but I agree 
that there can be considerable 
improvement over the present 


system", 


But this is where we start again: How do we improve 


Lt? 


THE CHAIRMAN: Well, let us move on to capital 
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MR, REID: I think it would be advantageous, 
Mr. Chairman, if we have a business entity such as is 
proposed, because capital gains are very hard to define, 
This is our problem today. In effect, a producer of 
products is processing and buying a commodity or raw 
products at a certain level, and processing them. That 
involves a certain amount of labour. But he converts 
that product into something else and sells it for 
profit. He has invested capital. He sells it again 
for profit. 

On the other hand, a real estate firm will buy 
a plece of property and resell it again. That is 
considered income, but that is a capital prefit.--Is is 
Simply in the hands of a man who is engaged in that 
particular enterprise, A business entity would be a 
person engaged in commerce or a profession as defined 
under the Income Tax Act now. There is a reference here 
to it. Therefore, enhancement of his expenditure or 
investment, or I should say returns over expenditure 
and investment, would be profits which would be taxable. 

I think that to impose a capital gains tax 
on the population as a whole would be extremely 
frustrating, and I do not think it would achieve a 
revenue that would be equal to the cost of eollection. 
This is hell. Where accounts are audited as I suggest 
here, with a business entity, even if he is a racecourse 
tout, he is nevertheless a business entity and must 
employ a certified accountant to audit all his books 
and to certify his return for tax purposes, Where you 


have that sort of internal policing then you can control 
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the profits on capital as well as profits on services 
or industry. I think that a capital gains tax, being 
income in this case, could be dealt with effectively. 

THE CHAIRMAN: That may well be, Mr. Reid, 
but I have some serious misgivings about it. The 
United States has a capital gains tax, Most European 
companies have a tax which is directed against 
Speculation. They have set up measurements against 
Speculation, measurements which probably we would not 
like because they are based on the time factor, although 
we have all kinds of measurements to decide whether or 
not transactions are taxable, 

When we come to your paragraph 83, which 
really goes to the fundamentals of what you say, it is 
recommended that capital gains not be Subject to tax 
4n the hands of a personal entity. Then you say; 
"Should gains result from activities defined by law 
as constituting profits of a business entity, the 
personal entity would be deemed to be a business entity”, 
and so on. That is where I think we are in trouble, 
and I do not think that this takes us out of that 
trouble, The law has not been successful up to now 
in defining when it becomes income. It speaks of income 
as being the profits of the business and stops there. 
If I as a professional accountant were to indulge 
mySelf in speculation in, say, securities, I am 
certainly going into that business as well as engaging 
a8 a professional accountant. Therefore I would 
have two business. But if I were to invest for my 


old age, I am not speculating. Then the next question 
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is, when does my investment stop and my Speculation 
start. I do not think we have been very successful in 
solving that problem yet. 

What you say simply is that if i Oyo =e: ea 
professional accountant, start Speculating, my 
Speculation would be defined by law as a business, and 
then my personal entity would cease and I would be 
taxed as a business. I think you have the same 
problem then as you have now, and it is a very difficult 


one. 
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MR.REID : There is a problem there, 

Mr. Chairman, there is no question about that. I 
would like to find the section here, Section 139(1)(e) 
of the Income Tax Act of Canada. I have not it with 
me. Could you read that? 

THE CHAIRMAN: "Business includes a 
profession, calling, trade, manufacture or undertaking | 
of any kind whatsoever and includes adventure or 

concern in the nature of trade but does not include 
E., office of employment". Those are the words 
which are causing everybody so much pain really, 
adventure or concern in the nature of trade. A lot 
of people think it means almost anything and really 
if that is pushed there is virtually no transaction 
you can make a profit on which does not become an 
adventure or concern in the nature of trade. A lot 
of people hold that view. 

MR. REID: My inexperience with the 
interpretation of tax laws probably puts me at a 
disadvantage here but I read that to mean that an 
employee would not be considered to be a business 
entity unless he engaged in some extraneous 
additional endeavour which made it quite clear his 
employment was of less Significance than his other 
endeavour. 

An example of a carpenter who was 
employed two, three or four months of the year. The 
rest of the year he is spending his time renovating 
his house, His wife has a knack for interior 


decoration. They take this house, turn it over and the 
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income derived from his business exceeds his employ- 
ment. Then, there would be little question that he 
would be deemed to be a business entity.¢::That is the 
way I think or perhaps someone would interpret it, 

THE CHAIRMAN: I think if you took that 
problem to your lawyer he would come up with a long 
line of cases, You would be very perplexed and he 
would too as to whether or not this Selling of that 
house was taxable or not. There have been a lot of 
people who do exactly what you are Speaking of, I 
think there have been cases where they have been 
taxed, probably depending upon the frequency. I don't 
know. For some reason they have not been taxed, I 
think it depends on frequency, whether or not you 
moved into the house, used it yourself and it is: your 
house, Mr. Grant is a lawyer and he may want to 
elaborate nn that. 

COMMISSIONER GRANT: I think I certainly 
agree with your test as to frequency, also I think 
the object for which the house was purchased, What 
did he have in mind. That has a great deal to do 
with it, 

THE CHAIRMAN: Yes, they try to look 
into a person's mind at the time, That is a pretty 
difficult thing to do, This is a very tough area, 
Really I think you have left it in the coridition 
in which it is because you say you would move a man 
from one cabinet to the other cabinet. That is nice 


and neat to have him taxed this way or that way. I 
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don't think it is much neater than the way it is now. 
He is either being taxed or not taxed now. It is 
either black or white. 

MR. REID: Except attached to this 
would be a different concept of a business entity 
which would include corporations, 

THE CHAIRMAN: You would change this 
definition. 

MR. REID: Yes. 

THE CHAIRMAN: You would not have "an 
adventure or concern in the nature of trade", 

MR. REID: It is proposed a business 
entity is used to define all Canadian corporations 
(ineluding Crown corporations), co-operatives, 
partnerships and individuals engaged in any profession, 
calling, trade, manufacture or undertaking of any 
kind as defined in Section 139(1)(e). 

THE CHAIRMAN: Then you still have your 
business entity to include of things I have mentioned 
and an adventure or concern in the nature of trade, 

MR. REID: Yes, 

THE CHAIRMAN: Thank you very much, 

I am afraid we are left with "adventure or concern 
in the nature of trade", Now, the next thing I 
would like to look at is sales tax and in this 
particular area I notice in paragraph 89 you say one 
could hardly apply this description to our present 
Jungle of variable applied, exempted and rated 


Sales tax which is undeniably discriminatory, inequitabl 
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and economically expressed to comply with and to 
administer." And you include two letters which you 
have received about troubles on the West Coast in 
regard to certain matters. 

Mind you, sales tax anywhere in the 
world has some awful difficulties as to classification, 
as to two different items one which is.° Ifyou like, 
a recognized food and another which you could argue 
is a food and which for some reason or other is not 
classified as food in law. 

When you are dealing with hundreds 
and hundreds of thousands of items there are many 
different things which you are putting into one 
classification or another. Almost any instrument 
you can conceive as a matter of fact raises the same 
sort of troubles. Certainly there is a lot of 
trouble at the manufacturer's level. 

COMMISSIONER WALLS: I am going to be 
particularly interested in checking up on this case 
of the marble with which you had some trouble. I 
have not seen a reference to marble whether it is 
used as a fireplace, a floor or wall except it does 
not now carry the 4% tax so it must be a special 
article, 

‘MR; REID:, Yes, it just happens this 
man was doing quite a bit of work for me and he was 
complaining one day about the cnnfusion. He 
Simply did not know where he Stood. I said well, 
tell me a little bit about it and he told me 
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substantially what he has stated here. I said 

would you write me a letter on that and the same 

with General Paint. In the case of General Paint 

Mr. ey is probably a bit more acquainted with tax, 
In: the first place he is a chartered accountant. 
Secondly, he was a tax assessor for the Province of 
British Columbia many years:'ago. He is really quite 
upset about the position of his company so far as 
Sales tax is concerned. 

THE CHAIRMAN: You would go over to the 
retail level for sales tax. 

MR. REID: In my innocence, it would 
seem that this would be the most practical way of 
collecting sales tax revenues because it is being 
col#ected at this level by many provinces and it would 
seem that the cost of collecting could be shared. 

I think the Province of British Columbia pays 3% 
collection costs to the collector. 

THE CHAIRMAN: There are a lot of 
companies and peopte who come before.ius that 
recommend a change to the retail level. Many of the 
leading authorities believe it is the right way to 
de it. 

COMMISSIONER WALLS: Except there is 
one difference or one apparent difference here 
Beeaece in paragraph 94 there is an invisible 
Sales tax. When I read the paragraph I couldn't 
decide whether you wanted an invisible sales tax or 


not. The heading of the paragraph is: "an invisible 
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sales tax", There is no mention or advocacy as to 
either an invisible or a visible one, 

THE CHAIRMAN: Provincial ones are 
visible, 

MR. REID: Yes, 

COMMISSIONER WALLS: When you say an 
invisible sales tax, what do you mean, at the retail 
level; a hidden tax? 

MR. REID: I should not have included 
these last two paragraphs, 94 and 95. I felt impelled 
to say something about the inequitable cost of 
financing of so many consumer goods. That is what 
I call invisible. It has no relationship to sales 
tax itself. If you will notice here I have Suggested 
that the base be broadened to include all commodities 
with the exception of foodstuffs and services. This 
would involve legal fees, trustee's fees, fees of 
all professionals and any form of service. The 
fact of broadening the base I think, would allow the 
rate to be considerably lower. I have no base for 
calculating my suggested revenue from the source 
and it is pure guesstimation. 

THE CHAIRMAN: We have had many 
computations, 

MR. REID: I am sure you have. 

COMMISSIONER WALLS: This is not 
actually bad considering you are going to cut out 
all the exemptions except food. It has been 


estimated that with the current exemptions it would be 
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in the neighbourhood of Om, Tre you eliminate all 
the exemptions except food and add Services, you 
would surely be quite close or as close as possible 
to the 8%, 

MR. REID: It is heartening to hear 
that. For the provincial levies it would mean. a 
Sales tax level of around about 10% in many of the 
provinces, Basically, I am not really an advocate 
of sales tax. I feel it is a very definite cost 
to the consumer and in turn a cost to production, 
It is a cost transferrable to the manufacturer but 
in the initial instance I think that some measure 
must be taken to hold up the level of the revenue and 
this seems to be a practical method for several years 
until we find another way of producing the fiseal 
revenue without harm to the general economy. 

THE CHAIRMAN: This will not do it, 
Will it? You have knocked a good deal from personal 
income tax. You have knocked out a tax on dividend 
income. Your 5% is not going to make that up on 
Sales tax, 

MR. REID: Again, I have no truly factual 
base for my guesstimates but I was guessing -- 

COMMISSIONER WALLS: I would have 
thought that further on in paragraph 107 where you 
deal with export trade you want the sales tax taken 
off machinery for production and that is another 
$140 million we have got to find. 


MR. REID: The assumption I made, it is 


fifa utente wees RS 

re ee iene e 

pigteteq 2s se0fs aa to esoko Stiup ed usone . 
casi oF antnedswor-ah $l +0TER ja 
= nase biuow FL estrel Tatentvorg sat tot 

| ode Fo yersm a2 ROL tuete bagore Qo Isvel xed an 

| seandvbu ne yliser ton mst .vifecteset -180 te 

| secs ethatteh vrev's et dt Leet fT xed Beles 5 


_fobfoubow 4¢ ¢eoo = cue? nt Sak tompancs ong 


: . 


| tud gene seiecea Sct oF atdertsisaat? ¢a00 # a: 
éuimaim. omoe tend watts T ecaateal lattiat sag 

| soe sepavet ort To level edt qu bLoe oF reins od @ 
exséeyg Teteres 107 syttem Leottosty & od ov Bama : 
fesell en? anlsebonrq 20 Yew ‘Tertgons batt ew 
ywionos2 Lacenes até of mrad tvedsiw sua woe 


) 
. 
| $2 of gon Ife end =: MAMALAND Set 
) 


fancateq cows [eab Sogn 8 Baxter oven aro T?7z 
kwebivib no zed « tay SeRvondt even coy zee 
fe 9 tang qian oF urttna don at 2 eHW0¥ ‘e 
| xaz 
ieuteet “ivt? on eved L.,alaga i0ah ait 


.. enteesce, tow | dad setamtsecesy 10% 


ce a oe 


evkd biwor I :SL1Ae ADNOLSSEIAMOD 7 
we, wradw FOL dqerne tag AL Ae ‘fadsinl secs erly a 
aayeds kus aaiae off txew voy abaerd Progr Az iw 
‘taitons st gedy bas telioubetq Te? eon teint 
,balt of goR oven ow mori tie 


ef #1 .ehaa i nok¢quwens 8tT ‘ tae 0 
| j 
| 


' 
ne 


ANGUS, STONEHOUSE & CO. LTD. 8117 
TORONTO, ONTARIO 


not a very sound base, was that we would raise the 
Sales tax revenues from 12% of total revenues to 
21.2%. Your analyst can see how sound that is or 
what taxes would be required to produce the necessary 
revenue to offset the other reductions; but if you 
feel that 5% is fairly realistic and it would produce 
this amount of revenue, then it would seem to wind 

up with the total revenue being on much the same 
basis as is being produced today. 

THE CHAIRMAN: Generally Speaking, 
you are producing from what you have here something 
like $200 million per percentage point. If we need 
some more money, we can readily compute whatever is 
necessary. I would guess you would need a couple of 
more percentage points from what you are knocking 
out. 

Estate tax. Your recommendation is 
that 50% of an estate Succeeding to a spouse be 
automatically excluded. We have heard that elsewhere. 
You are satisfied with the $60,000 exemption as it 


Stands. 
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1 
2 
MR, REID: 
3 I have not a view on that, Mr. Chairman, because [I 
4 feel that other people are more capable of analysing 
i Ene position of the estate tax, so I would rather not 
comment on that. 
a I do feel, however, that the exemption 
, should be related realistically to the real value 
8 


of the dollar. Let us say, a $50,000 exemption in 
9} 1940 should reflect a $100,000 exemption today, 

10) in round figures. | 

lo //OOSHE GHATRMAN: © then «we':cows ito 

12 repatriation of Canadian equities. That is something 


to which our attention is directed in our instructions. 


‘ In paragraph 104 you say: 

" "It is submitted that great impetus 
‘ would be given to the repatriation 
16 of foreign-owned Canadian equities: 
17 (a) by removing the non-resident 
18 withholding tax on all 

19 interest payments abroad;" 

20 ~ «That dat 60 Say, it would be more favour- 
a able for non-residents to buy fixed income Canadian 
securities and they would be induced to convert 
. their investments to bonds rather than equities? 

as That is what you have in mind there, I think. 

a MR. REID: That is correct. 

25 THE CHAIRMAN: Then you say: 

26 "(b) by imposing a 15% surtax on 

27 investment income (other than 

28 | Canadian dividends) of personal 
entities". 
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o You. are, taxing the non-resident there 
to discourage his buying equities. You are trying 
to put him in the other direction. Have you in mind 
that such a tax on a non-resident would put him in the 
position of saying that he, as an equity holder in 
a Canadian company, is paying more tax than a Canadian 
equity holder in a Canadian company? They are 
both suffering the business entity tax, the 50% 
tax, and then the Canadian after that pays nothing 
on his dividend income and the non-resident would 
pay 15%; is that not right? 

MR. REID: This is correct, Mr. Chairman; 
but in a sense it is leaving the situation status quo 
So far as the non-resident owner of Canadian equities 
is concerned. We do not disturb his situation. 

We do not bring anything in that is unfamiliar. 
He is accustomed to the withholding tax at the 
present time. But we do encourage him to make 
capital available for loans to Canadian business, 

This is not directed to our friends 
South of the border only. There is money in Europe 
that is available. I understand that Switzerland, 
within certain limitations, has money available at 
&@ lower interest rate than we make available. By 
reducing the withholding tax on interest, I mean in 
all fields of interest, mortgages, bonds, debentures, 
notes, obligations of any sort would attract capital, 
I am certain, to Canada. By borrowing money to 


increase our production, increase the wealth of our 
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equity, we in turn in due course can repay it out of 
profits, 

THE CHAIRMAN: That does not quite 
answer my questions. 

MR. REID: . I am sorry, Mr. Chairman; 
Tiomust: have missed your question, 


THE CHAIRMAN: You have answered it in 


jx, Part. You say, in reply to my concern over causing 


the non-resident to pay more Canadian taxes than 


folie resident, ee are not changing the position 
of the non-resident with regard to income from 
equities? 

MR. REID: Yes, Mr, Chairman, 

THE CHAIRMAN: With which I agree, 
We have changed the position of Canadians a great 
deal, because he would not be paying tax on dividends. 
Conceding what you Say, that the non-resident is 
exactly the same, but the Canadian is better off, 
I think I still, if I were a Canadian living on 
dividend incame Only, would be a little unhappy to 
have a non-resident, who does not live in Canada at 
all, the fellow who lives abroad, suggest that he 
is paying more of a share to the Canadian government 
than I am paying. Does that not cause you concern? 

MR. REID: That does not cause me 
concern, Mr. Chairman, because they are too different 
Situations. One is a domestic taxpayer and the 
Other is a foreign investor in the equities of 


Canada, and in most cases, as far as foreign ownership 
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is concerned, there is a reciprocal arrangement 
where he can recover a proportion of his withholding 
tax paid to Canada. That is not true in all 
instances, but I think this Situation predominates, 
THE CHAIRMAN: Ana I Suppose one 
perfectly good answer to it is, "If you do not like 
that, do not buy Canadian equities"? I am not sure 
it is a very good answer, but it is a partial answer, 
MR. REID: He can always sell his 
Canadian equities and buy bonds which attract no tax 
at all. An interesting thing that might be 
observed is that foreign owners of Canadian bonds 
might have to pay the same tax anyway, because that 
withholding tax is recoverable in many instances; 
but we must consider insurance and e€leemosynary funds 
which are tax free, These investors, and very 
Substantial investors, would have quite an increase 


in their net revenue. So it would encourage them 


to place capital in Canada. 


THE CHAIRMAN: It has been made very 
Clear to us that the man who buys bonds in another 
country is concerned with the net, not the gross. 
He looks at the return to him after withholding 
tax, so if the withholding tax were taken off, the 
value of the bonds would go up in exact proportion, 
I would have thought, 

MR. REID: This is correct, Mr. Chairman, 
and he might be willing to pay a little bit more 


for those bonds where the differential might be, let us 
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say, the 15% withholding tax in addition to what he is 
willing to pay -- let me put it this way: He is 
paying the 15% withholding tax, and if the tax is 
reduced 15%, he will sayz. "I am willing to lend my 
money at a slightly lesser rate because the net is 
Still better", 

COMMISSIONER GRANT: That depends on 
how he comes out at the other end when he pays his 
tax? 

MR,REID: Exactly. 

THE CHAIRMAN: There was one point that 
you made somewhere, I think I must have passed over it, 
You do not concede that any corporation tax is 
passed on to customers or employees; is this correct? 

MR. REID: This was in the Supplementary 
issue, Mr. Chairman. 

THE CHAIRMAN: Then we will come to it 
in the Supplementary section. The next paragraph 
concerns the export trade. You say: 

"Business tax, in principle, does 
not increase the cost of goods 
produced for export: nor, to a 
Significant degree, does a low 
rate domestic consumer tax -- " 

That is why I referred to that, because 
I read that paragraph and said if one believes that 
corporation tax is calculated in the cast of goods, 
it does include goods for export. If one takes 


the contrary view, of course, it does not. It simply 
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Supports what you said before. 

Paragraph 115 seems to me to be 
inconsistent with your 100% depreciation argument. 
However, perhaps I am not being fair. You Say: 

"One further thought: With respect 

to those industries which are still 
basically non-competitive yet are 
considered of sufficient importance 
to Canada's economy to justify ‘'assistance!-- 
let the assistance be in the form of 
direct, visible Subsidies rather than 
in the prevailing form of hidden 
Subsidies through invisible tax 
relief. Thus the true extent of 
assistance will be exposed to the 
constant scrutiny of those taxpayers 
who are justifiably concerned over the 
redistribution of the fiscal revenue 
to which they contribute". 

If one allows Special write-off, and I 
think you are Speaking of this accelerated depreciation, 
investment allowances, those sorts . of things 
which are more useful to capital-intensive companies 
than they are to labour-intensive companies, one 
has some invisible benefits as a rule. They do not 
appear in the national accounting; you cannot 
measure the axtent of them; but if they were 
directed to subsidies one could see the cost? I think 


you have indicated that depreciation might go up to 
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100%, and you were thinking there in terms of an 
accelerated write-off of facilities for "assistance" 
purposes, the "assistance" in quotation marks as 
used here? 

MR, REID: Not in the same sense, 

Mr. Chairman, The proposed optional rate of 
depreciation to the extent of 100% would be available 
to all business entities. Today we have Special 
concessions given to regional industry, to sections 
of our economy such as gold mines, ete ,,etc., ete. 
These assistances come in an invisible form. 

Would it not be better, if we recognize 
that these industries or areas need assistance for 
the good of our economy as a whole, to have them file, 
in the normal form as they would as a business entity 
in any area of Canada, application that they need 
Some extra assistance, where the government pays them 
a subsidy cheque and this is carried in the fiscal 
accounts, soothat we see that this industry and this 
area has received so many millions of dollars during 
this fiscal year, and then the taxpayer can say, 
"Well, is that benefiting the country to that extent? 
I am contributing a lot towards this assistance, 
and yet I do not feel the country is benefiting to 
the extent of the assistance that has been given"? 

THE CHAIRMAN: Being an accountant, 

I do not require much persuasion as to the merits 
of good accounting. 


MR. REID: In other words, Mr. Chairman, 
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full disclosure. 

THE CHAIRMAN: Yes. I think we might 
turn to your supplementary submission. The conclusion 
is mostly by way of argument, I think. 

ss observe that historically stocks 
sell at thirteen times earnings and twenty times 
dividends. Right now I think stocks are Selling -- 
we asked somebody the other day about this, and this 
is what he said -- at 16 or 17 times earnings. 

MR. REID: This is true. 

THE CHAIRMAN: And the yield is 
Somewhere between 3% and 4%. So you Say we are now 
above the average. Your average is a long term 
average, is it not? 

MR, REID: It is almost a century. 

I have used the Cowles Commission indexes dating 
back to 1871, chained in with Canadian indexes. 

THE CHAIRMAN: What commission? 

MR. REID: The Cowles. 

THE CHAIRMAN: How do you spell it? 

MR. REID: C-o-w-l-e-s, Mr. Chairman. 
It is the most comprehensive study of common stocks 
that has ever been made, to my knowledge, to date. 
it was published in 1938 by Principia Press in 
Illinois. I can Supply a copy to the Commission, 
if you would find it interesting. 

THE CHAIRMAN: I will look into ah 
but thank you very much, We might take you up on 
that offer, 


MR. REID: This study covered all the 
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1 
2 
3 stocks listed on the New York Stock Exchange, in- 
4 cluding those that failed, split up, merged. It 
5 took into consideration every stock listed on the 
Exchange from 1371 to 1938. It was quite a study. 
: The conclusion was atathat time that the U.S. 
: economy had matured and was barely holding its own, 
8 and the prospect for the future was rather grim. 
9} and that was in 1938. 
10]: er: . THE CHAIRMAN: Saved by the War; I 
11 suppose? 
12 MR. REID: Yes. 
13 THE CHAIRMAN: With regard to your 
argument as to a 100% dividend tax credit, which is 
" really what you have recommended already, because 
yy you have eliminated dividends from tax, which is the 
16 Same thing -- 
17 MR. REID: Yes. 
18 THE CHAIRMAN: -- that is because you 


19 Suggest that all corporation tax is borne by the 


20 owners in the final result? 
m1 MR. REID: That is correct. 

THE CHAIRMAN: That would not be true, 
‘ I think you would agree, if prices were higher 
4 because of corporation tax, or if it can be measured 
24 that prices have gone up when corporation taxes 
25 have increased, or have gone down when corporation 
26 taxes have gone down? Would that not indicate 
7 to you that some of the corporation tax has been 
28 passed on, has been taken up in the price of goods? 
29 
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MR. REID: I have rather a strange 
theory about this. 

THE CHAIRMAN: Let us have it. 

MR. REID: I am not convinced now that 
my foundations are as Strong as I thought they were 
originally. But my theory is that corporation tax 
in principle -- I am not Speaking of the cost of 


compliance, because that unquestionably is a 


cost eis 2 royalty and that it is a dilution of 


capital rather than a cost of business. This dilution 
of capital is to an extent offset by depreciation 

of assets purchased by the owners or the investors 

of the capital. Over a period of time the business 

is able to regain much of the capital that has been 
employed in the business. 

My belief is that cost is not transfer- 
able to the consumer because it is on a net basis; 
that if it were transferable it would have to come 
on substantially a-gross basis. These are not 
tied in perfectly, but a transferable cost has to 
be before taxation. I feel that if there is some 
transfer of cost, it is so indistinct and so 
benign that it is not harmful to the economy. 
Competition pretty well dictates the margin of profit 
a company will make, If they are an efficient 
producer and they have almost a monopoly in their 
field, their margin of profits is going to be to the 
highest extent that the traffic will bear until 


competition comes in and Squeezes them down. I do not 
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think it is taxation that affects the profit margin; 
I think it is efficiency, competition. 

In any event, I do not feel that the 
corporation tax is as harmful to the economy as any 
Seen tax. I think it is the most benign of them all 
and the most acceptable politically. 

THE CHAIRMAN: You are at the opposite 
pole from a great many people who believe that it is 
perhaps the worst tax. 

MR. REID: Yes. 

THE CHAIRMAN: You have probably read 
some of the statements that people have made to us, 
They say it is perhaps the worst tax because of the 
difficulty of knowing of its incidence and as to who 
bears the tax. It has been, of course, pointed out 
that in the case of regular public utilities it 
is recognized as a cost and is inserted into their 
costs and their rates and is reflected in their 
rate of return, having regard to the cost and having 
regard to a fair rate of return, including the cost 
of the tax. 

That is perhaps the most obvious 
casé where it is passed on, 

MR. REID: I think that is very true 
in that instance. 

THE CHAIRMAN: On the other side ag the 
People who point out to us that Canadian taxes cannot 
be passed on because prices are set outside of 


Canada in the world markets; but as against that there 
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are taxes levied by other governments against the 
eompeting companies. 

The studies that there are -- and 
there are many of them -- are not uniform, save only, 
I think, in the respect that most of them suggest 
that some of the tax is passed on to the customer, 
probably some to the employees. Some studies say 
that more tax is passed on than others. Some say 
it is passed on quicker than others. The general 
consensus, as far as one can tell, is that there is 
very little immediate effect of the tax rate on 
prices. There is probably a long term effect. 

MR. REID: The interesting thing is 
that if you receive these Cowles indexes you. will 
find that income taxes have virtually no effect on 
the earnings and dividends of companies. You can go 
back prior to income tax, to 1871 -- and I think 
that tax started in the United States in. 1917. Then 
Subsequently the tax has been increased to quite a 
burden. Yet my studies show that the average dividend 
paid by common stocks -- and this is taking all 
Stocks across the border -- was about 5.3%. Breaking 
that down into a 15-year cycle, this rate was most 
consistent. The dividends related to earnings were 
about two-thirds. So the earning power and the 
paying power of corporations over the long pull has 
remained practically constant, despite the impositinn 
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It may have evolved that had there been 
no corporation tax there would have been a greater 
growth of equity. This one can Only assume, but 
it seems logical that this would have been the case. 
On the other hand, Somebody might argue that 
profits would have been curtailed by Sharp competition. 
That, again, we are delving into the clouds, I 
think it is awfully hard to prove one concept over 
the other. But it has not appeared to have hurt 
the investors, 

THE CHAIRMAN: I think some people 
believe that earnings and dividends are exactly the 
Same as they would have been if there had been no 
taxes, and I think that is perhaps what you are 
Saying. 

If that is so, I would have thought 
it meant quite clearly that the impact of the taxes 
has been on somebody other than she investors. 

MR. REID: Again, the use of borrowed 
capital has been greater since taxation than prior to 
it. 

THE CHAIRMAN: We had the Pigures before 
us the other day that in Canada corporate borrowings 
are in the neighbourhood of $490 million a year. 

The total increase in corporate equity per year is 
Something over $3 billion, I think, having regard 
to the accumulation of C€arnings and also the issues 


of stock. So while there have been borrowings, the 
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real increase in the assets has come about in the 
equity segment. 

MR. REID: And appreciation, of course, 
oe areas the growth of the Bass, too. 
| ees, THE CHAIRMAN: It has helped to 
Butta t rhe assets, 


MR. REID: Yes, to maintain the assets. 
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THE CHAIRMAN: I was not quite sure of the 
meaning of your Table in Paragraph 143, Perhaps I 
have not studied it very closely but it might perhaps 
be a good idea to have a closer look at it now and see 
whether I do understand it clearly. It is headed 
"1963. 'corporate/personal' income". Do you mean 
4 ovate “ata” petacnal sneees "@ The heading is 
"Corporate /personal" income. 
MR, REID: It says "corporate/personal", 
There should be "and" in there, 
THE CHAIRMAN: The income has come in to a 
corporate firm and then gone on out to the person? 
MR, REID: Yes. Let us take the case of the 
sole proprietor who is an incorporated grocery store, 
a very successful one. . In the initial years, the 
first year of operation he has been able to earn 
$6,1000.00 only. Let us pay him the entire amount 
received from his company as a salary. When his earnings 
increase to $16,100.00 you are paying him to withdraw 
only 37.9 per cent of that and leave 62.1 per cent in 
the company, deferring the tax liability to the 
future, His rate is then held to 17.4 per cent, and 
it follows all the way through until we get up to 
$1 million, where his withdrawal for personal use would 
be 4.2 per cent and the retention of earnings in the 
Company 95.8 per cent. 
THE CHAIRMAN: You are assuming the 
retention pays no further taxes. 
MR, REID: It would in the case of withdrawals 


in the way of dividends if he is not careful about the 
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way he withdraws his dividends. 

What I am trying to prove here is that under 
the most comfortable circumstances he can adjust his 
immediate tax liabilties to quite a low rate. Say on a 
$53,000.00 basis his average tax paid on benefits 
-Would be 22.5 per cent, Looking further into the 
Peavure: as he is able to defer income, undistributed 
earned surplus in his company in some later year when 
he is not paying himself any salary,he can pay out. 
dividends to himself, paying possibly up to $12, 000.00 
to himself, and through dividend tax credits can 
escape other than the old age security tax cof $90.00. 

If he is a company in partnership with his 

stage 
wife, in the initial/he can pay $12,000.00 to her and 
$12,000.00 to himself and wind up with $180.00 additional 
tax, 

THE CHAIRMAN: The $12,000.00 being in the 
form of dividends? 

MR, REID: Yes, 

THE CHAIRMAN: Let us take the $100,000.00 
example and see how it works. We divide this as to 
72.9 per cent retained and 27.1 distributed? 

MR. REID: Paid out in salaries. 

THE CHAIRMAN: This is salary? 

MR, REID: Yes. "Personal" represents salary. 

THE CHAIRMAN: And the 72.9 per cent, which is 
hot salary, is subject to corporation tax? 

MR, REID: Yes, correct, 

THE CHAIRMAN: At the stepped tax rate, 


MR. REID: This is as exists today. This is 
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not proposed, twenty-one on the first thirty-five, 

THE CHAIRMAN: I follow. What other taxes are 
you imposing on the 72.9 per cent? 

MR. REID: None at this stage, 

THE CHAIRMAN: All right, Then you ‘have not 
received $65,040.00 which you can spend. 

MR, REID: That is correct, 

THE CHATRMAN: You have only received, which 
you can spend, $27,100.00, less the Salary, less tax 
on the salary? 

WR. REID: Yes, that is so. 

THE CHAIRMAN: Probably you would have Spending 
money amounting to about $20,000.00. 

BR, REID: Yes. 

THE CHAIRMAN: There is $45,000.00. Just to 
finish the illustration, left in the company is the 
balance, and when you want to get that out you would 
have to pay some more tax of some kind. 

MR, REID: Yes. That is if you are not 
paying yourself a salary in the year you pay yourself a 
dividend. You can pay yourself $12,000.00 substantially 
today and attract only $90.00 in tax. If you split 
the company into two, say husband and wife, you could 
pay yourselves $24,000.00, with $180.00 additional 
tax, 

Now, in the interim this 72.9 per cent of the 
$100,000.00 could be reinvested in Canadian tax-paying 
corporations and accumulate more undistributed earned 
Surplus, 


THE CHAIRMAN: Certainly. But it seems to me 
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that we must look at what the net effective income 18. 
When you use the word "effective" it is only truly 
effective if you can spend it on yourself, 

MR, REID: I have used this in this form, 
that: 

"Net effective income includes 
Subdtuseiburad earned surplus which, 

when paid out in dividends, may 

attract further tax. However if 

this surplus is reinvested in 

dividend paying Canadian corporations, 

income may be accumulated without 

attracting further tax until same 

is distributed, The shareholders, 

which may be comprised 50/50 solely 

of husband and wife, may decide toy 

pay out dividends only when they 

drew no ‘earned income' and the 

company's taxable income was 

$35,000.00 or less. They then could 

draw dividend income combinedly 

of some $23,000.00 with less than 

$200.00 extra tax to be paid", 

This is just to give an example of what is possible 
under today's tax laws, 

THE CHAIRMAN: You would have made it more 
dramatic -- perhaps you have later on -- in showing how 
much tax would be paid by the income of $100, 000,00, 
because as you have set it out here the salary is 


$27,100.00, and that is the only thing on which tax is 
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immediately paid. No, I am sorry, there is corporation 
tax of $72,900.00. I am sorry, it is $35,000.00. you 
have set that out. 

MR, REID: The $100,000.00 shows a net 
effective income, as I have defined it, of $65,000.00, 

THE CHAIRMAN: Yes. $35,000.00 paid in tax, 
and if that had been earned by a person he would have 
paid about $50,000.00, 

MR. REID: A little over $50,000.00, There 
would have been retained $49,705.00 versus $65,040.00, 

THE CHAIRMAN: Which is $15,335.00. 

MR, REID: Yes. 

COMMISSIONER GRANT: Do I understand from the 
first column that the company earns the whole amount? 

MR. REID: The company earns the whole amount. 

COMMISSIONER GRANT: The third column is what 
the owner or owners draw out by way of living expenses 
or salary? 

MR. REID: No, I am sorry. It is not too clear 
here, What I am showing is, in the first instance, 
$6,100.00 income. One hundred per cent would have been 
paid to the individual, drawn out completely. That 
Would strip the company by paying himself 100 per cent 
in salary, and his tax would be $700.00. 

THE CHAIRMAN: The third column would be best 
described as his Salary, would it not? 

MR, REID: Yes, salary. 

COMMISSIONER GRANT: That is what the owner 
Withdraws? 


MR. REID: Correct. 
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COMMISSIONER GRANT: But the company has to 
work it off. The first column is the company income ? 

MR.REID: Actually it is all company income, 
and he pulls it out at a rate which will attract the 
least tax, 

COMMISSIONER GRANT: I wonder why you put 
"personal income" in the first colum., 

MR, REID: It is the pool to begin with, the 
combined pool. If a man and his wife owns the company, 
the income is owned beneficially by him. 

THE CHAIRMAN: Then we go to the table on the 
next page, where you deal with it on a professional 
basis rather than on a corporate basis. 

MR, REID: Yes. This would apply to an 
executive ee employed person too. 

THE CHAIRMAN: You are showing that the 
executive or the professional man will have a less 
effective income than will the owner of a company. 

MR. REID: Yes. 

THE CHAIRMAN: If you change that and you took 
out the first step, the rate would be entirely different, 
and this would go up. Furthermore, if we imposed some 
tax on a withdrawal of money out of here, again it would 
upset the ratio. Usually if a man has a substantial 
income he cannot get money out of a company at anything 
less than 15 per cent, and there is a 35 per cent 
Personal rate plus dividend credit or a capitalized 
rate, 

MR, REID: You will notice in table 4 that 


the withdrawal and Salary varies from 100 per cent and 
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declines to 37.9 per cent, to 23.4 per cent, to 16.9 
per cent, to 14.8 per cent, and then starts increasing 
to 34.1 per cent, to 43.6 per cent, when the individual 
tax is as much as the corporation tax. 

THE CHAIRMAN: But you have not assumed that 
the owner of this company wishes to spend all his money 
earned annually as it is earned. There would be a 
great deal more tax to pay if that were the case, 

MR. REID: That is true, but I am trying to 
show this, that the individual who wants to invest and 
to build his capital through investment has an 
opportunity in a corporation which as an individual he 
has not. What we are searching for is capital available 
for investment to repatriate Canadian equities. We 
allow an incorporated business owner to do it, but we 
do not allow the high earners in the professional and 
executive class to do it. We deny them the opportunity 
Which the other has, 

THE CHAIRMAN: You have a point there. 

COMMISSIONER GRANT: This is a joint stock 
company, a trading company which you have here? 

MR. REID: Yes. 

COMMISSIONER GRANT: ely Ge via from a 
personal savings company. 

MR. REID: Yes. 

COMMISSIONER GRANT: Is your table worked out 
on the basis that the company pays this tax? 

MR, REID: Yes. 

COMMISSIONER GRANT: The tax on its profits. 


But the individual who draws the money out, is he taking 
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it out in the form of dividends on which he will 
receive a 20 per cent tax credit? 

MR. REID: In Table 4 his withdrawals are in 
the form of salary. 

COMMISSIONER GRANT: Why not withdraw it by 
way of dividends? 

MR. REID: It would not be in his interest to 
withdraw a high salary and then add dividends on top. 

COMMISSIONER GRANT: I grant you that, but 
why draw a salary at all? 

MR. REID: Because he will attract a lower 
tax than the corporation tax. 

THE CHAIRMAN: This is the optimum position. 

MR. REID: Yes, the optimum position. 

COMMISSIONER GRANT: This is charged as an 
expense, the salary. 

MR. REID: This is the optimum position. Not 
many achieve it. Perhaps I might say off the record 
that this is just to give you an illustration of what 
I can do with my own company. Tt am not saying that I 
do it, because it does not always work. 

THE CHAIRMAN: You are not alone in this. 
Most accountants who are dealing with private companies 
are required to make that kind of calculation every 
time they file a tax return. A man is fully aware of 
his options, and he endeavours to work things out so 
as to achieve the optimum position, as I think most 
People in fact do. Then you go on to show us that 
under your proposal the net effective income would be 


Considerably enhanced. 
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MR. REID: That is correct, There is one 
factor here that is not considered, and which could not 
be considered because it is nebulous, and that would be 
the effect of the additional income derived from capital 
gains or trading profits, or whatever you want to call 
them, from capital profits. So that where Table 6 
Shows an improvement over the optimum position available 
today, it would be more like the optimum position today 
because of the extra tax which would apply on capital 
profits. 

THE CHAIRMAN: It is amaZing how closely it 
matches, This table seems to match Table 4. 

PR. REID: Yes, it is amaZing. Well, I 
designed it in that way. That is how I get these 
Strange rates of 5 per cent, and an additional 10 
per cent and an additional 50 per cent. 

THE CHAIRMAN: I did not understand you were 
doing it in this way. You are saying that this is 
what you can do, and therefore working back to your 
optimum position you Say that it is not fair for other 
people to pay more; let us see what kind of personal 
Schedule we have in order to achieve Lux 

MR, REID: Let us give everyone the 
Opportunity to make it work. 

COMMISSIONER MILNE: This would be "business 
or personal" in the first column, would ite It could 
not be both, 

MR, REID: Mrs. Milne,this is Simply to show 


the case of a proprietor, in this example possibly 


husband and wife, who own a business. ‘The first year's 
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income goes to the company, but they beneficially own 
all the income of the company. They can decide to 
segregate it and draw out to the extent that the income 
tax is lower in the individual's hands than it would 

be if it was retained in the corporation. Then as the 
income increases and the graduated tax becomes heavier 
than the corporation tax, they start leaving it in the 
business. Then in turn it can be reinvested in the 
Canadian corporation so as to receive free dividends. 

THE CHAIRMAN: With a flat business enterprise 
the rate is 50 per cent. Obviously he pays out 
Salaries until his personal rate gets to over 50 per 
eent. That is the key to this. 

MR, REID: Yes, that is the key. 

COMMISSIONER GRANT; This, in turn, is 
predicated upon tax being imposed on all earnings at 
5 per cent, 

MR, REID: Would you Say that again, Mr. 
Grant? 

COMMISSIONER GRANT: Your table 7, which is 
part of your business entity program, is dependent on 
the personal entity program being put into operation, 

MR, REID: Correct, And also the business 
entity. It is a combination of the entire proposal. 
This expresses the result -- I have used the term 
"net effective income" -- with the business entity 
being shown as 100 per cent, and the others compare with 
the proposed business entity in this sense. The 
Proposed business entity net effective income at 


$53,000.00 would be 100 per cent. The tax which exists 
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today available to a business owner would be 90 per cent, 
making him 10 per cent less well off today with this 
proposal, except that there is the nebulous extra tax 

of capital gains which would have to be considered, 

I would think that the inclusion of capital 
gains for a business entity would bring today's optimum 
position equal to the proposed business entity. Am I 
talking in circles? Table 7 tried to relate these 
previous tables, using the proposed business entity 
as 100 per cent net effective income. In other words, 
at $100,000.00 the professional today, or the business 
executive today, is only retaining 72.2 per cent of 
What he would under the proposed business entity. 

The existing position of the business owner would be 
94.5 per cent of what the proposed business entity 
tax would be, | 

THE CHAIRMAN: That is most interesting indeed, 

MR. REID: I think it is a very simple 
approach, Mr. Chairman. In fact, it is too simple, 

THE CHAIRMAN: I think it does not take in to 
consideration one element of our present taxes, namely 
that some taxes are getting the money out of business 
enterprises, I think that one would get a different 
Mesult if one weighted your Table 4 with the cost of 
removing the money from the company. I do not know 
What it would be but I think it would produce a 
different result. Would that not be so? 

MR .REID: This might be so from the practical, 
Operational point of view. 


THE CHAIRMAN: I know that when one considers 


ae — 


porsttemé ad of subd Situow viotite xnkeg tantgm 
’ _ 
[agigeo le moheshonk edt Jet aatds Divow TD)” 


’ 


minkege a (shor yakxd bivon Ystins asontavd & So ae 


_ 


| Lm | .ytteas Eaentaud bosogosg sda ot. faups ton 
seeds stereos oF Sotae ‘sides? costetto nt 


+ 


“alter aséalasd Bepoqe o: ed? gaitew ,seidat = 


suuntand ec¢ w gete? Lenoless oy Sct 00,000 00RRaE 
% 


/ ,ebtiow soto ax _woent svitostts foq treo seg OG) 
' 

| a 

. lo onoo s9q SS) geteistan yin Br . abot erlaiame 

.Voivas eesatand besoqaty sao debs Dinow od 

ad bfeew Youwo sasqterd sy To colileoy- Saleakaye 

itoe exentond besoqow: Bae Tetw Yo 2neo Teg a 


/ | .ed Dison ms 


| 

| | b¥ebal sateeartotal taom 62 TedT «KAMRLANOD Se 
efamia yesy c Sh Of ante? T° 2Grah Can 
-ofamre. vot at a2 cfeet’qt <aanttadp (26. done 

| OF th aves) Ton S906 or aieut ef [ FWANADANO Ser 
) "Loma ,BSASt Iasesny Gio Yo fnewels sro colLiaven 
| adeatedrd to Jno eon od3 ealiten ofS aexe?. Sees 
"metoOTILG & Fay Dinaw she sans ureh ee I ,beakay ‘iat 
to Seon adit doiw & olde? apoy Geeriglow sao 32 aad 
worl ~— abl 6 ~vorywee oft #672 _— ed? unl ° 
5 eoubota Alwow 92 watdd IL sud ed Bloow aay 


*oe sd f68 ede biyoW - . sivas 19% . 


imattena ed® nowt ce SdSagle eid? RA, a 4 


i 
‘ 
ee 


.wety to Sateq [sz 


eteifemen oto Gatw Jad? wort I +WANALAND DT 


ANGUS, STONEHOUSE & CO. LTD. 8143 
TORONTO, ONTARIO 


the taxes which are imposed on business profits in 
another country, or even in our own country, one always 
thinks not only of the taxes into the Corporation but 
also the taxes out of the corporation. In view of 

the difference in time between the two taxes when they 
were imposed, I do not think you can fairly add the 
later tax and then weight an existing tax, You would 
have to make some kind of an adjustment to get the 
value of that later tax, You must not overlook 

that. 

MR, REID: That is correct. Another factor 
which this would obviate would be the tandem ownership 
of non-controlling interest in several corporations, 
It is possible for a businessman to have a 50 per cent 
interest in several corporations and enjoy 50 per cent 
of the income from these companies in the form of 
dividends which have attracted a 21 per cent tax only. 
He can expand his 21 per cent tax base quite 
Substantially provided he does not control any of 
these situations. This would not be possible under 
the proposed setup. It would not be possible if the 


flat rate of tax applied today. 
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COMMISSIONER GRANT: Your proposal 
as it now stands would offer a great inducement 
for early retirement, I would suggest, to the 
professional man by Selling his shares in his 
corporation. He would take out by way of 
capital gain the profits which he was able to 
retain in his corporation, 

MR. REID: It would still be a 
professional process. Well, it is a business 
entity. It is rarely this in a sense -- 

COMMISSIONER GRANT: All the 
purchaser would have to do would be to change the 
name, 

THE CHAIRMAN: He is not proposing 
to change company laws at all, This is only 
aimed at taxation, 

: MR. REID: Yes, it is a matter of 
accounting. 

THE CHAIRMAN: So that it would 
not make any difference to the form of organization 
which the professional man would have, He would 
be just as he is now or the form of organization 
that the businessman would have because he would 
be just as he is now, Am I right? 

MR. REID: You are correct, 

COMMISSIONER GRANT: That is on the 
assumption that your plan does not lead to any 
inducement to leave his earnings in his company. 
He could take out his earnings and pay less taxes 


On them than he would have to pay now if he were 
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not incorporated as a company. He is not likely 
to build up much of a Surplus position, 

MR. REID: No, he is not. 

THE CHAIRMAN: All profits under 
your plan come out of the business entity free 
of tax, save only salaries? 

MR. REID: No, 

THE CHAIRMAN: You pay 50 per cent 
on your business entity. There is no further 
tax in any connection with the business entity 
except for non-residents. 

MR. REID: That ig correct, yes. 
The earnings could be retained in the business 
entity in the case of an incorporated business, 
but the other is still a professional practice, 
It is an entity for tax purposes only. It does 
not change the legal structure of 0h 

THE CHAIRMAN: Mr, Grant's point 
is, I think, well taken. He has suggested in 
view of the fact in your professional practice 
you would not have to pay any more tax on the 
money that you had earned, once the business 
entity had paid tax, you might be more inclined 
to leave it in your partnership or your own firm 
than to take it out and you would not have to take 
it out to pay your personal tax. 

MR. REID: No, 

THE CHAIRMAN: However, as you say, 
that would not make any difference, really. 

MR. REID: That would not make any 


difference, 
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THE CHAIRMAN: Well, I think that is 
all. Thank you, Mr. Reid, very much indeed. This 
has been most interesting and I think we have 
fully understood it, In fact, it is not go 
complex one cannot follow it elearly, You 
are not alone in feeling that the business entity 
should be taxed as a business entity, irrespective 
of how legal its practice, We’ have heard this 
many times before this Commission. We shall 
certainly consider what you have put before us 
and indeed we are most grateful to you for 
coming right across the country to see us. You 
have been very kind indeed. 

MR, REID: It has been very kind of 
you, Mr. Chairman and Commissioners, to give me 
this opportunity to express my views. T do 
appreciate it and it is my pleasure to come across 
the country, 

THE SECRETARY: Mr, Chairman, I have 
two briefs to enter into the record, one on behalf 
of Mr. E. Ernest Buckerfield of Vancouver, which 
I will enter as Exhibit 317 and one from the 
New Brunswick Forest Products Association of 
Fredericton, New Brunswick, which I will enter as 
Exhibit 318, 


=—~ EXHIBIT NO, S17: Briet by E. Ernest 
Buckerfield. 


--- EXHIBIT NO, 318: Brief by New Brunswilck 
Forest Products 
Association, 
THE CHAIRMAN: Stand over until 9.30. 


~-~ Adjourned, 
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THE CHAIRMAN: Well, Mr. Secretary, I think 
we might start. 

THE SECRETARY TO THE COMMISSION: Mr. Chair- 
man and Commissioners, this morning the first submission 
is being presented by the Brewers Association of Canada, 
Mr. J.H. Moore, President of John Labatt, President of 
the Association, is here together with a number of his 
colleagues. He has a few opening remarks which he 
wishes to make, Mr, Chairman, in presenting this brief 
and he will introduce his colleagues. 

I should like to enter this brief into the 


record as Exhibit 319, 


EXHIBIT 319: Brief submitted by Brewers 
Association of Canada. 


THE CHAIRMAN: Thank you, Mr. Secretary. Good 
morning Mr. Moore and gentlemen. We are very glad to 
See you indeed. We have read your submission with a 
great deal of interest and we will have a number of 
questions to ask you to explore it Pally, 

Before we get into our questioning, is there 
anything you would care to say by way of introduction 
and summary? 

MR, MOORE: If I may, Mr. Chairman, I should 
like to introduce our preliminary remarks, 

THE CHAIRMAN: Thank you. You might like to 
introduce your Associates at the same time. 

MR, MOORE: Honourable Commissioners, speaking 


on behalf of all the brewers of Canada, I welcome the 
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opportunity to present our views on taxation as it 
affects the brewing industry. 

Before submitting to your review, gentlemen, 

I hope it might be in order and also of some assistance 
to explain to you our particular approach, which at 
first glance may have appeared overly téchnical and 
somewhat confined when measured against the broad field 
of taxation as outlined in your own terms of reference, 

However, when it is remembered that beer, 
while available across the country, is sold within the 
jurisdiction of each province under different conditions|, 
we felt it would be of some value to describe those 
conditions which in large part have given rise to some 
of the anomalies and inequities with which the industry 
has been confronted in complying with tax regulations, 

I would suggest, too, that when it is 
realized more than 40 cents of every brewery's sales 
dollar goes in taxation, you may appreciate our ma jor 
problem -- one of having little room to compete freely 
in the algeholic beverage market where price considera- 
‘tion virtually dictates choice of beverage. 

Further, to pursue one aspect of your own 
mandate, that is, that of encouraging Canadian industry, 
I would like to point out that 99.8 per cent of the 
beer sold in Canada is brewed in Canada and the industry 
is owned by some 55,000 shareholders, 95 per cent of 
Whom are Canadian, In addition, some 12,500 Canadians 
are employed within the industry, while another 60,000 
(barley growing farmers, glass workers, pulp and paper 


workers and the like) derive a substantial part of 
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their livelihood from producing the raw materials and 
services required in the process, TI should add that 
of all the materiais used in producing our product , 
97 per cent are Canadian in origin and, the brewing 
industry contributed more than a quarter of a billion 
dollars to the revenues of the federal, provincial and 
municipal governments during 1963. 

The brief that we are presenting to you is, 
we recognize, a technical one associated with the 
particular problems of our own industry; however the 


brewing industry fully recognizes that its prosperity 


is dependent upon a prosperous Canada and the brewing 
industry endorses any modifications of the tax structure 
which will ensure a steady growth of personal income 
through better employment opportunities. 

[I mentioned earlier that price is one of the 
major considerations when consumers purchase alcoholic 
beverages, and if i may proceed on the premise that 
people will always seek some social beverage, it is 
our contention that the consumer should be given some 
guidance in his selection, if in no other way than by 
the price and/or taxes he pays. What is of particular 
Significance in this latter connection, we think, is 
the fact that consumers have shown a marked preference 
for the higher alcoholic beverages with all of the 
attendant social implications when price is not an 
important factor, We have striven to show within the 
brief in Appendix x how certain European countries 
have dealt with this problem and it is meaningful, we 


Submit, that when beer has been lightly taxed, as 
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opposed to wine and spirits, alcoholism has been 
markedly reduced and I would refer you particularly to 
France, Switzerland and, more recently, the United 
Kingdom and Sweden, 

In these particular countries and other 
European countries the brewing industry, producing as 
it does products which are considered, or virtually 
considered, as a necessary part of every day living, 
the industry is highly regarded, highly respected, and 
neither it nor its products are in any way considered 
permissive, We submit to you that today in Canada the 
brewing industry is entitled to this same standard; 
that it is a well run Canadian industry making a 
legitimate product in a legitimate way, and that it 
should be treated as such and not in any way permissive. 

I would like to refer to our conclusion for a 
moment where we indicate that the brewing industry is 
entering a stage where its prospects for growth are 
Somewhat uncertain. Through a process of consolidation 
-- that is, from a number of small companies to one, 
two or three larger companies -- it has been able to 
absorb increased costs and some increased taxes, but 
it would appear that this process of consolidation is 
how complete and this device will not be available 
to offset further cost increases. 

The various governments of Canada, unlike 
the governments of many European countries, have not 
Seen fit to encourage the consumption of beer in the 
interest of moderation, Experience in many European 


countries indicates that the encouraging of beer 
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consumption eliminates many social problems while at 
the same time providing the public with a moderate 
alcoholic beverage, 

The brewing industry of Canada believes that 
excessive taxation of our products is a major factor 
in discouraging consumption. We honestly believe that 
beer should be taxed like any other beverage and not 
Just as a major revenue producer. The brewing industry 
Suggests that the level of special taxes related to 
Special products should be designed to lead the 
population of any country to moderate and progressive 
social habits, 

At this point, and with your permission, I 
would like to enlarge on a basic premise of the 
brewing industry, namely, that selling a consumer 
product it is vitally dependent on as high a measure 
of full employment in Canada as it is possible to 
achieve, The brewing industry recognizes that currentl 
Canada is enjoying an increasing level of economic 
activity, but the brewing industry is concerned not 
only with short term problems in the Canadian economy, 
but with the solution of the long term problems and 
primarily with the provision of employment for the 
Many Canadians who were born during the late war and 
post-war years who will soon be seeking employment. 

We suggest that under present tax policies 
the Canadian economy will not be sufficiently buoyant 
to provide these Canadians with a satisfactory standard 
of living; and I hasten to say here that this standard 


of living should be provided by job opportunity and 
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not by way of unemployment insurance benefits. We 
further suggest that this group of Canadians should 
be encouraged to develop the skills required in a 
modern industrial economy. 

Based on these two points only, the brewing 
industry in Canada urges your Commission to seek ways 
and means of recommending tax policies which will 
encourage young Canadians to seek proper training for 
modern industry, and encourage Canadian industry, 
particularly the manufacturing and processing section, 
to develop in such a way that there is a full measure 
of employment for all Canadians, In our opinion, each 
of these objectives require greater incentives than 
are presently available. These incentives could be 
provided by major reductions in direct taxation and we 
urge you to direct your thoughts to these objectives, 
rather than to merely balancing government income and 
expenditures, 

In conclusion I would like to introduce 
the members of our delegation. 

THE CHAIRMAN: Thank you, Mr. Moore. 

MR, MOORE: On my right is Dr. Rubinyi, who 
has been acting as consultant for the Brewers Committee 
presenting this brief. Mr. Jessop is the Director of 
Canadian Breweries Limited. Mr. Marquis is Comptroller 
of O'Keefe Breweries. On my left is Mr. Tait, who is 
the Comptroller of Molson's Breweries and Chairman of 
the Committee who prepared this brief. Mr. Carson, 
who is Vice-President of John Labatt Limited. Mr. 


Jack, Vice-President and General Manager of our 
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Association; and Miss Brown, who is our statistician 
for the Association, 

THE CHAIRMAN: Thank you, Mr. Moore, Might 
I say that we are all very conscious of the excellence 
of Canadian brewery products; I think they are out- 
standing throughout the world. You make me wonder, 
in your opening remarks, as to what would be the 
proportionate consumption of brewers! beer and wines 
if there were no taxes at all imposed upon them, If 
we lived in a Utopian age of no taxation where you 
could buy a bottle of whisky for 75 cents instead of 
$4.25, or a bottle of wine for one quarter of what it 
costs now, and I suppose beer would cost a good deal 
less, I should have expected the consumption of 
Spirits would go up considerably above consumption of 
the other two, Spirits are, I think as a matter of 
policy, very heavily taxed so as to encourage the 
consumption of the others, Would you care to comment 
on that? 

MR, MOORE: I think that in our submission 

We almost have the answer to that. If the tax were 
at a level where spirits were priced relatively low 
With respect to other alcoholic beverages, their 
consumption would increase, 

THE CHAIRMAN: What country would that 
prevail in? 

MR, MOORE: Virtually every country. What 
do you say about that, Dr. Rubinyi? 

DR, RUBINYI: Mr, Chairman, we are presenting 
this information of the relationship between the price 
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of beer and the price of other alcoholic beverages, 
We are attempting to show the different positions in 
the provinces of Canada, Our information shows that 
whenever the percentage on beer, expressed in the 
Same percentage on spirits, is lower, then the con- 
Sumption goes up of beer. This is not the case in 
every province, but it is in most provinces, and we 
think it is quite clear that any change in the price 
relationship between beer and alcoholic beverages 
would lead to increased consumption. To answer your 
question as to what would be the proportion in the 
future, of course we do not know exactly. 

THE CHAIRMAN: My question was if there 
were no taxes whatsoever, the ultimate, would there be 
more consumption of spirits than there is now? 

DR. RUBINYI: I think the beer consumption 
would be considerable, 

THE CHAIRMAN: I would have thought just the 
opposite, because it seems to me that we tax spirits 
so high that our intake of alcohol is limited by our 
monetary capacity. Therefore in this hypothetical 
case We would take in more spirits. Is that not right? 

MR, MOORE: I would agree I think, Mr, 
Chairman, I think we are living in a somewhat moronic 
existence, 

THE CHAIRMAN: That is an entirely hypotheti- 
cal question, but I did want to push it to extremes 
to start with. Now we can get back to work, 

COMMISSIONER WALLS: Perhaps an example of 
what the Chairman is asking might be England in the 
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eighteenth century, where they all drank a lot of gin 
because it was so cheap, 

COMMISSIONER GRANT; I wish the Chairman 
would tell me where I could buy a bottle of scotch for 
four and a quarter, 

THE CHAIRMAN: In this brief. Is not that 
the price you put on it? It ts $4.60 or something, 

MR, MOORE: That is not scotch, That ts 
spirits, 

THE CHAIRMAN: Yes, that is spirits, I am 
sorry. 

Now, I think we might skip the summary in 
the front. The recommendations really start at page 13, 
do you agree, Mr, Moore? 

MR, MOORE: Yes, 

THE CHAIRMAN: That is where you mention 
your 12-1/2 per cent discount, This problem is one 
which is not a new one. I can remember it arose ten 
years ago. Iam not sure whether it was the precisely 
same problem ten years ago, but I expect that it is 
very much the same, Is that right, Mr. Moore? 

MR. MOORE: Yes, One of the problems is 
that it is not consistently applied across the country. 

COMMISSIONER WALLS: With respect to this 
matter of it not being consistent across the country, 
first of all this 12-1/2 per cent is a wholesale 
notional discount. I presume that in most provinces 
you sell to the Liquor Control Board, who in effect 
wholesale it either to their own stores or to other 


licencees in most provinces, The fact that there might 
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be a variance in the province from Which you get the 
12-1/2 per cent, as against the other provinces, has 
that anything to do with the fact that in the provinces 
that you do not get the 12-1/2 per cent there is more 
than one wholesale outlet? 

MR, MOORE: Mr, Tait, can you speak to that? 

MR, TAIT: The answer to your question is 
that it might be fairer to compare Saskatchewan and 
Ontario, Ontario is dealing, as you know, With a 
Brewers Institute or Association which wholesales beer 
to the public, and also distributes to tavern keepers, 
In Saskatchewan the brewer sells directly to the 
government, but it is still wholesaled to the Saskatche 
wan Brewers Association, Ido not think there is a 
great deal of comparison between Ontario and Saskatche- 
wan, yet 12-1/2 per cent applies in Ontario but not 
in Saskatchewan, 

COMMISSIONER WALLS: If you have more than 
one wholesale outlet then you have to take your 
established wholesale price rather than discounting 
the price that you sell to the Liquor Control Board, 
discounted by 12-1/2 per cent. I wonder whether that 
has a bearing on it, because it seems to me actually 
that your industry is perhaps doing rather well, The 
distiller sells to exactly the same outlets in many of 
these provinces, to the Liquor Control Board, but 
they get no 12-1/2 per cent. They have to pay the 
Sales tax on the full price to the Liquor Control 
Board. I am just wondering if the provinces that are 


getting the 12-1/2 per cent creates the position that 
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2 perhaps they are getting something which the others 
3 are not getting, and rather than there being a dis- 


advantage in two provinces there is an advantage in 


4 
‘ eight. 
THE CHAIRMAN: You are suggesting that 

: equity might be better achieved by removing the 12-1/2 
7 per cent, 
8 COMMISSIONER WALLS: That is right. 
9 MR, MOORE: You have to look at the physical 
10 movement of the beer, The brewers perform all the 
11 wholesale services, They deliver to the government 
ry retail outlets and the licencees, although in theory 

the beer moves to the Liquor Commission on paper, But 
. the physical movement of the beer is not done that way, 
= just the money. 
- COMMISSIONER WALLS: Do not spirits move in 
16 the same way? 
17 || - MR, MOORE: I do not know. Do the distillers 


18 deliver to licensed outlets directly? 


COMMISSIONER WALLS: On the basis of the 


19 

50 representations here. Seagram's deliver direct to the 
Liquor Control Board, 

‘i THE CHAIRMAN: Perhaps the distillers should 

- get 12-1/2 per cent, 

- COMMISSIONER WALLS: It should be the one 

24 or the other, it seems to me, 

25 MR, MOORE: Whether the brewers deliver to 

26 the licencee, we in fact deliver our beer to the pub, 

97 to the tavern. 

28 COMMISSIONER WALLS: Not in all cases you 

29 
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2 don't, 

3 MR, MOORE: No, but in many cases, 

4 COMMISSIONER WALLS: I am trying to get at 
why the department has decided on a variation in 
treatment between Ontario, Saskatchewan, and parts of 


Quebec, as against what it does in the rest of Canada, 


There must be some reason for it, 
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You should have gone before them and given your 
reason, 

MR. CARSON: I think that really the point 
you have to start at is the selling price the brewery 
uses as its base for sales tax, which is, in Ontario, 
for instance, the hotel base. This is not the price 
that the Liquor Control Board pays. So therefore the 
125 per cent is in fact bringing the breweries price 
for sales way down to a level which would be equivalen 
to what the distiller's is. The brewer's price in all 
cases where we are granted the 124 per cent is a price 
which is at a median point in the distribution pattern 
versus the distillery, whose price is direct to the 
Liquor Control Board in all cases. 

I think you have to look at the base price 
that is used in arriving at the sales tax cost. We 
have done a very detailed study in the industry in 
the last few years. There is no question of the 
industry getting any concession on the 124 per cent 
over other products. The points made here are really 
just a few instances where the 124 per cent is not 
consistently applied. For instance, in Ontario the 
25 per cent draft allowance was an arbitrary allowance 
Supposedly to cover the costs of distribution, to 
prevent the brewers. getting any concession as far as 
their own transport is concerned from the brewery to 
their own brewery company. ihey did. not tallowvittin 
urban areas. 

There is no real explanation for this. The 


Department has never seen fit to crack this. We just 
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point this out. I think these instances in these 
first one or two recommendations would all fall into 
this category because of the peculiarities in distri- 
bution, The department has never really kept up with 
these. 

COMMISSIONER WALLS: ‘How would tyou,, then, 
rationalize the fact that in Ontario, where you do 
not get the 123 per cent, the average price for a 
case of 24 beers is $3.86, whereas in all other 
provinces the average price is about $4.30, the 
provinces where you get the 123 per cent? 

MR. CARSONS: If I may correct you, Mr. 
Walls, in Ontario we do get the 123 per cent on 
bottled goods and an allowance on draft sold within 
urban areas. 

The only place in Ontario where we do not 
get the allowance is on draft sold outside of the 
Metropolitan area of Ottawa, outside in the country, 
to retail stores, distribution depots; of the industry 

| COMMISSIONER WALLS: Does draft not sell in 
these areas for the same price as it sells elsewhere 
in Canada? It seems to me that when I have had draft 
beer I have paid pretty well the same price. 

MR. CARSONS: Well, the industry is paying 
more sales tax on the sales. 

THE CHAIRMAN: I can assure you that we 
will have a member of our staff look at this question 
very carefully. It is rather difficult to grasp this 
during a discussion of this kind. And, as you say, 


over the years you have made a careful review of it, 
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which I imagine is available to our staff, is it? 

MR. CARSON: Yes. 

COMMISSIONER PERRY: Is the 25 cents 
Satisfactory? Do you question that, or does it give 
rough justice, in your opinion? 

MR, TAIT: Those who made the study felt 
that the 25 cents is not sufficient. We normally 
run anywhere from 35 to 40 cents and the service 
charge of the breweries warehouse company is consi- 
derably more than that. Why it should be restricted 
to the urban area as such is even more of an anomaly. 

COMMISSIONER PERRY: Do you make that point 
in the brief? I do not see that in the section I am 
looking at on pages 13 or 14. I do not believe you 
do. 

COMMISSIONER WALLS: I think they are only 
Showing the anomaly. 

MR. TAIT: We recommend, at the top of 
page 14, the fourth line, that it be replaced by a 
123 per cent discount. 

COMMISSIONER WALLS: In the next section, 
dealing with Quebec, I notice that it is all done 
according to zones. In one place in your brief you 
mention that a province is a zone. Is a province 
always a zone, or could it be that in Quebec the 
reason for the different treatment is that they have 
zoned Quebec? 

MR. TAIT: The province of Quebec is 
zoned for prices. 


COMMISSIONER WALLS: One zone? 
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MR. TAIT: No, there are seven zones. 

COMMISSIONER WALLS: Could that not be 
the reason for the different treatment in Quebec 
from one zone to another? 

MR. TAIT: No; I would say that the pricing 
in Quebec is zoned for the convenience of the agents 
as much as anything else, making a disparity because 
of the distances involved. The population of Quebec, 
as you know is pretty well along the river and the 
transportation costs from, say, Montreal to the border 
of the Maritimes is quite some distance. It is zoned 
for the convenience of the agent, the middle-man, in 
short. 

COMMISSIONER WALLS: In paragraph 38 after 
"zone" you have the word "province" in brackets,which 
would indicate that the whole province was one zone. 
Do you notice that? It is about the sixtm:or:seventh 
line down in paragraph 38? 

MR. CARSON: It is a quote from Bulletin 
ET 1. You can see the double quotes. 

COMMISSIONER WALLS: So apparently it is 
not a province; any defined area could be a zone? 

MR. CARSON: Yes, 

MR, MOORE: I think that when ET 1 was 
first issued there was only one price in Quebec; but 
I do not know that for sure. 

COMMISSIONER WALLS: Your next paragraph 
deals’ with ETI1.1.ET 1) .as,1 mead -4t, is a general 
bulletin. In fact, it was about one of the first 
bulletins that was turned out. In this case you are 


dealing with returning goods when you mention ET l, 
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and I cannot find anywhere in ET 1 where it speci- 
fically deals with your industry. It deals with 
returned goods. 

As far as we can find out, I, believe there 
are no specific instructions issued by the Department 
of National Revenue covering beer returns. 

Before you answer my question on this, 
just what do you refer to as beer returns? Do you 
refer to merely the return of containers, or the 
return of spoiled beer or beer that something has 
happened to? What do you mean by "returned"? If it 
means containers, there might be some justification 
for the attitude that is taken. I will come to that 
in a moment. When you are dealing with returns, what 
are you referring to? 

MR. MOORE: We are referring to beer which 
has been returned. 

COMMISSIONER WALLS: Beer which has been 
returned? 

MR. MOORE: Yes. 

COMMISSIONER WALLS: Not the return of 
bottles? 

MR. MOORE: No. This is in fact beer, 

COMMISSIONER WALLS: What guidance have 
you had from the department that has caused different 
treatment in western Canada than eastern Canada on 
this, because from what we can find out they have 
never issued any? 

MR. TAIT: Only through representation 
verbally the department has told us, and through our 


history returns in Ontario have been exempt; and this 
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has been the practice. 

I can exemplify this point because only 
a matter of two or three years ago two breweries 
in Toronto were in fact claiming the return and others 
were not. It was that kind of a situation. We have 
letters to justify this. There is some uniformity 
coming in this matter, but it is very slow. 

THE CHAIRMAN: Have you spoken to the 
authorities in Ottawa about this? 

MR. TAIT: Oh, yes. 

COMMISSIONER WALLS: The advice that they 
have given us is that they have not issued any 
instructions varying from one province to another. 

Are you sure you are not basing it just on 
a letter dealing with Ontario and presumed it covered 
there and other points in eastern Canada, because 
there is some conflicting information in regard to 
this matter. 

MR. MOORE: Much of this has I think been 
developed through practice and rulings or under- 
Standings with individual companies initially, and 
it is only relatively recently that this industry 
has joined together to solve its tax problems, when 
we know what has happened to everybody. 

COMMISSIONER WALLS: I would think, based 
on the information we have received, it might be 
advisable if you asked for a ruling for your whole 
industry as to returns, irrespective of the area. 

MR. MOORE: We have done this and in 


tabulating these before your Commission we are sort of 
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publicly putting them on record, 

COMMISSIONER WALLS: I see. 

THE CHAIRMAN: Very good. 

COMMISSIONER WALLS: Going to paragraph 41 
then, which is the next matter, that deals with the 
fermentation dip and the period in manufacture that 
the tax can be assessed, Why cannot it be done when 
it is barrelled and bottled? 

MR. MOORE: I would ask Mr. Jessop to 
answer this question. 

MR. JESSOP: Speaking from a technical 
standpoint, you say there is no reason why it could 
not be done by package, and there has been some 
representation to this effect. 

At the present time it is a bulk dLowat 
an intermediate stage of the process where the volume 
on which duty is paid is determined. fhroughout the 
process after that the operations people in the plants 
are dealing with tax-paid products. 

COMMISSIONER WALLS: Do you think the 
reason, going back to the old idea of the excise man, 
and so on, was to make sure that anything that might 
be consumed within the plant was already taxable; 
and if so, why could that not just as well be done 
at the bottling end? 

Cigarette people have had the same problem 
as you have had, paying tax way in advance, but they 
are responsible for that themselves. They want to 
put that cellophane wrapper on all in one continuous 


movement through the plant, and in order to put on 
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the excise stamp, which you do not have to do and the 
others have to do, they have to pay the tax right 
there instead of when it comes out of the warehouse, 
or bond, as the case may be. 

I could not see, looking at your chart 
in the centre -- which is very interesting -- of 
the process you go through, why you should, so far 
back from the processing, have to pay your tax, except 
that I imagine the government is very grateful to get 
the revenue six weeks in advance. 

THE CHAIRMAN: Would it have nothing to 
do with the fact -- if my memory is correct -- that 
during the 1920's a certain amount of beer leaked 
out of the breweries and I suppose there was no tax 
paid on that and it got away from tax. This control 
matter would prevent the tax being lost if this 
happened again; is this not right? 

MR. MOORE: I think this is what happened 
in those days, but probably controls were not as good 
as they are today. 

THE CHAIRMAN: I suspect that nowadays’: 
it would be very hard for another incident of that 
kind to occur, would it not? 

MR. MOORE: We would certainly hope so. 

We would like to see the tax levied on the finished 
product. This is the representation we have made 
in this area, 

COMMISSIONER PERRY: At what point do you 
measure your own inventories of beer? It is in the 


finished product, I suppose? 
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MR. MOORE: Yes, 

COMMISSIONER PERRY: After packaging? 

MR. JESSOP: After packaging and after 
bulk, all stages. 

THE CHAIRMAN: I thought you said to Mr, 
Perry that you measured it at different points? 

MR. MOORE: From the point of view of 
production you measure it every time you move it. 

COMMISSIONER WALLS: What is the maximum 
alcoholic content allowed for beer in Canada? 

MR. JESSOP: This varies. In most province 
there is no such regulation. In some provinces there 
is. Where there are regulations regarding alcoholic 
content, the maximum allowed is five per cent by 
volume, and this is a normal alcoholic content for 
Peery 

COMMISSIONER WALLS: I was just wondering 
about this. In the next paragraph, where you say you 
would like to get out of excise duty and into excise 
tax instead -- and, of course, the wine industry is 
under excise tax -- I was wondering if there had 
been a maximum alcoholic content set, whether that was 
the reason for maintaining your industry under the 
excise duty, so that the excise man can make sure 
that you are not spiking your beer and obtaining an 
advantage over your competitors? 

MR. JESSOP: It is possibly the other way, 
Sir. In other words, perhaps he wants to make sure 
that there is no dilution. 

COMMISSIONER WALLS: Well, after our 
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experience with two per cent beer I do not think any 
of you would attempt to get down to a lower alcoholic 
content. 

You have mentioned your position in compa~ 
rison with cigarettes. You understand, of course, 
that cigarettes are under both excise tax and excise 
duty? 

THE CHAIRMAN: There is a tax on tax on 
cigarettes, is there not? 

MR. TAIT: Yes, but they do have some 
exemptions as of 1952. Only half is excise duty and 
only have is tax, 

COMMISSIONER WALLS: The purpose, of course 
for the excise duty, so far as spirits and beer are 
concerned, was to create a duty that would be an 
equivalent of the import tariff; and it is on spirits. 
In your case it is more than the 38 cents per gallon 
which is your excise duty. It is also added to 
imported beer; but they have to pay a tariff over and 
above that. 

When you come to spirits, it is the same 
as the tariff, the $13 per gallon. So I presume that 
the reason you have the 38 cents and are put under 
excise duty is so as to make it comparable, and with 
the extra tariff maybe that isithe reason you have 
So little competition from beer in Canada, although 
it could very readily be what the Chairman said when 
he started, that it is because of the high quality 
of beer, 


With regard to beer, as I understand it 
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you do not have to keep it in bond, the same as they 
do with spirits. Am I right in that? 

MR. JESSOP: There is no bonding at the 
present time? 

COMMISSIONER WALLS: So there would really 
be no reason why, supposing the decision came based 
on many representations we have had, to move sales 
tax further forward to either the wholesale or the 
retail level, why beer should not really, instead of 
this being added to excise tax, have it added to sales 
tax at a higher tax level that would bring in the same 
revenue. Can you see any reason why that should not 
be done? 

MR. TAIT: Move it forward? 

COMMISSIONER WALLS: You are wanting to 
bring it one step forward from excise duty into excise 
tax. We have had representations to the effect that 
the excise tax might be eliminated because it is only 
another form of sales tax and other countries have a 
graduated sales tax. 

Supposing that was done. Is there anything 
that would prevent beer being sold right forward, even 
at the retail level, with a higher tax than would be 
applicable to normal goods, but a tax that would make 
the revenue the same as it is today, as there is no 
bonding problem to face up to? 

THE CHAIRMAN: In thatway there would be 
no tax Qn the inventories. 

COMMISSIONER WALLS: That is right. 
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Subject to the premise that we feel that beer should 
be taxed like other products. There are no mechanical 
problems. 

THE CHAIRMAN: You have no doubt noticed 
that a great deal of the representation has been to 
move tax ito 1 the retail level. 

MR. “TAIT: Yes, 

THE CHAIRMAN: And you must have considered 
what would happen to your own product if that occurred 

MR. TAIT: Yes. 

THE CHAIRMAN: And I am glad to hear that 
you do not raise any particular difficulty, because 


it is certainly something that must be weighed, 
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MR. CARSON: I would like to comment 
referring to the field to which you referred you 
would be correct in that one of the serious anomalies 
which the industry faces is the Spiraling effect 
which applies on the duty where we would get a 
double-barrelled increase when the sales tax is raised. 
in the duty and sales tax. 

THE CHAIRMAN: I am not very impressed 
with that argument. We have lots of taxes on taxes. 
I can accept the view that the Spiraling would make 
you want to change the tax base, 

COMMISSIONER WALLS: One of the big 
problems we are facing is that everybody wants a 
reduction. We are faced with the problem of raising 
the same amount of revenue. Of course, we will deal 
with that later on in the brief where you introduce 
that. I think in dealing with that I also dealt 
with the problem of paragraph 44 as well. 

THE CHAIRMAN: You have no reservatims 
as to the fact that if you move into beer it could be 
properly controlled toothe satisfaction of the 
government with excise taxes rather than excise duty. 

MR. MOORE: There is no reason why it 
could not be. 

THE CHAIRMAN: With the resulting 
economies obviously. Would all the economies be 
on the side of the government or would they be yours 
too? 
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offices in the country. We feel both by observation 
and conversation with the Excise Department that 
this could be reduced to 22 so that would be a 
reasonable saving on the end side. The Saving on 
our own Side would be a lack of interference. 

COMMISSIONER WALLS: You are lucky. 
Some of the distillers have more than that in one 
distillery. Now, in dealing with this disportionate 
Share of the tax burden that is now borne by the 
brewing industry, as I understand it the excise duty 
is 38 cents. A corresponding one in the United 
States is 35 cents and the last figures I had from 
the United Kingdom were 41 cents. You say there 
has been some reduction in that. 

MR. TAIT: Yes, in 1961, as I recall. 

COMMISSIONER WALLS: Anyway they are 
all relatively close together so there seems to be a 
common spirit -- I do not make that as a pun -- 
between each of the countries. When we had the 
Distillers Association before us they pointed out the 
very admirable position that you were in compared 
with them. They stated that the excise revenue on 
the basis of a gallon of absolute alcohol they paid a 
tax of $22.75 as against you on the same absolute 
alcohol of $7.20. In other words they showed they 
paid three times as much taxes based on alcohol 
content; so here we have a situation where our taxes 
are apparently pretty well in line with the other 


countries that we at least do most of our business with 
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and the fact that in relationship to the industry you 
compete with you only pay one-third of the taxes they 
do, Have you anything to comment on that? 

MR. MOORE: Well, this is the basis 
for our suggestion that beer should not be connected 
with spirits or any other high alcohol beverage and 
we believe you are Suggesting we have. 

COMMISSIONER WALLS: You do associate it 
later on. You point to the fact if liquor goes down 
in price naturally it affects the beer consumption 
So I don't think you can just dismiss one from the 
other because your sales, as you point out in your 
figures, are dependent upon one another. 

MR. TAIT: I think in that case as 
far as being thrown together in the same bed “I * don't 
think that is our own choosing. 

THE CHAIRMAN: I think they are saying 
for social reasons it would be better for us if 
we drank more beer and less spirits and therefore 
the taxes should be lower on beer or alternatively 
they would be higher on spirits, depending on what 
the government wants to do. 

COMMISSIONER WALLS: I have nothing 
until item 52, 

THE CHAIRMAN: Item 52 is the graph 
Showing the growth of the industry. 

COMMISSIONER WALLS: Yes. I note that 
you pay a totalof 8% for federal excise taxes and 


duty. 
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THE CHAIRMAN: Have you come to this 
graph? 

COMMISSIONER WALLS: Yes. 

THE CHAIRMAN: I think it is interesting 
in looking at the graph to turn to the table on which 
the graph is based because I observe in the table -- 
I suppose it shows up in the graph equally as well -- 
that the volume of your industry is roughly the same 
as the total manufacturing up until the last year of 
the graph, 1961 when manufacturing moved up and you 
Stand about still. Which is the table supporting your 
graph? 

MR. CARSON: Page 57, I believe. 

THE CHAIRMAN: Yes, that is it. 

The total manufacturing in 1960 was 126, breweries 
125.9, showing breweries haa roughly kept pace with 
the manufacturing until 1961 when they seemed to have 
moved forwardcand breweries moved up one per cent of 
a point. I think you make the point very well with 
that graph comparing carbonated beverages, breweries, 
distilleries, Wineries, tobacco products, pulp and 
paper, chemical and non-durable manufacturing. On 
the other hand I dmagine you must have an awful lot 
of other ones that are not on here." Your point is 

it does not look like a growth business in the last 
10 years. 

MR. MOORE: We are concerned with the 
future. 


COMMISSIONER WALLS: Could this be 
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credited to other things than tax which, of course, 
is the point in which we are interested? How has the 
increase in sales been in beer in the United States, 
for instance? Have you any comparative figures on 
that? 

MR. MOORE: I think the beer growth in 
the United States has been relatively static. We 
do not hold them out as a model. 

COMMISSIONER WALLS: No, I wondered 
if this was a common trend. 

MR. MOORE: Canada and the United States 
are relatively static. Mexico, I believe, has a 
good growth in beer, Many European countries are now 
experiencing some real growth. 

THE CHAIRMAN: For social reasons, as 
you have indicated. 

MR. MOORE: Yes. 

THE CHAIRMAN: We have gone up by 
2% on a per capita basis in the last 10 years from 
100 to 102. Perhaps that is all we can stand, 
I wouldn't know. I suppose what you say is it may be 
better for us if we had more beer and less other 
things. 

MR. MOORE: This is the basis of one 
of our arguments. 

COMMISSIONER WALLS: But based on your 
later charts it would appear that it is tied to the 
Standards of relative prosperity. In other words, 
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of beer drinking and an increase in percentage of 
Wine and spirits, although actually you have all gone 
up. You see, it is not as if one has gone down. 

The total per capita. intake has increased but you 
have not increased to the same extent as they have 
and basically the problem seems to be it is connected 
with the standard of living. I mean the poor people 
drink more beer and as their salaries go up they 
branch out into the wine and Spirits industry. 

THE CHAIRMAN: You see that illustrated 
when you compare provincial Spending to the consumption 
of beer. 

COMMISSIONER WALLS: That is right. 

THE CHAIRMAN: That is indicated over 
on page 25, 

MR. MOORE: I would like to answer 
Mr. Walls' previous statement. I think what you 
Say is true provided there is no price break for 
either product. With the United Kingdom experience 
and West Germany, there is no social stigma 
attached to drinking beer. In fact other countries 
like Australia and New Zealand prefer that. 

COMMISSIONER WALLS: I8 it not a 
problem in front of you with respect to your 
advertising? Could you not do quite a bit to 
create the fact that beer is a prestige drink to 
promote increased sales in the higher income brackets, 
because this appears to be where you are lacking 


in sales, 
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MR. MOORE: Mr. Walls, I don't know 
whether you are familiar with our advertising 
regulations. They are equally as restricted and 
complicated. It is very difficult to advertise in 
this country at the moment. 

COMMISSIONER WALLS: Some of it is 
done very palatably when it comes to football games, 
I notice, The next section of your brief beyond 
that, of course, deals with your declining revenues, 
On page 27. 

THE CHAIRMAN: This is an interesting 
survey you conducted in paragraph 63 where you 
endeavoured to measure taste and I think it goes 
to support what Mr. Walls is Saying. As the income 
level goes up more people are going to vote in 
favour of hard liquor. Is that true? 

MR. MOORE: That seems to be correct, 
again assuming no price break, 

COMMISSIONER WALLS: That is right. 

THE CHAIRMAN: You make the point 
clearly on page 25 when you Say as personal income 
rises the amount spent on alcoholic beverages also 
rises but the proportion spent on beer falls. 

That means, I think, that your sales rise more 
Slowly in prosperity and they would decline more 
Slowly in an economic depression. Is there any 
experience to support that? Going back to 1958, 
what happened that year? 

MR. RUBINYI: We present a table here 
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Opposite to page 24 where we try to analyze the 
consumption of beer in relation to the level of the 
unemployed labour force. We take the case of 1954 
and 1958 when the unemployment figures were the 
highest and the beer consumption -- 

THE CHAIRMAN: What page is this? 

MR. RUBINYI: Opposite to page 24 -- 
then the beer consumption was the lowest, 

MR, MOORE: With specific reference to 
1958 there was a beer strike in Ontario for six 
weeks, This distorted any experience that may be 
relative statistically. 

THE CHAIRMAN: That is why alcohol 
went up. 

MR. RUBINYI: Yes. 

THE CHAIRMAN: That is the real reason 
for the bump in 1958, the strike rather than anything 
else. 

MR. RUBINYI: No, it is one of the 
reasons. 

THE CHAIRMAN: Now, I thought your 
figures opposite page 25 were interesting. I was not 
altogether sure that they bore out your conclusion 
and I notice that the consumption per adult is 
highest in Quebec and the disposable income per 
capita is not the highest. LG is considerably 
lower than Ontario and the price in Quebec is a 
little higher. Therefore the percentage of 


disposable income that goes to beer in the province of 
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Quebec is a good deal higher than it is in Ontario. 
Does that bear out what we are Saying: namely that 
when the income level is low people will move more 
to beer than to spirits? 

MR. RUBINYI: That is correct. 

THE CHAIRMAN: They will take in the 
Same amount of alcohol, no matter what they do 
but in a different form. 

COMMISSIONER WALLS: It shows that 
price bears little relationship to that because again 
the price is higher in Quebec than it is in Ontario. 

MR. MOORE: Well, Mr. Walls, there 
are other factors. You can drink beer on Sunday 
in Quebec, 

COMMISSIONER WALLS: That is the point 
I wanted to bring out. 

THE CHAIRMAN: This table leads us to the 
conclusion that you can consume more if you drink 
on Sunday. Commissioner Milne wants to ask a 
question about Manitoba. 

COMMISSIONER MILNE: I was interested 
in these two particular graphs and the table because 
there seemed to me to be a relation here with what 
you bring forward in appendix 10. Yar speak about 
the government policy with respect to beverage 
drinking in other European countries and also to 
the age level at which people may commence to drink 
a beverage, 
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Manitoba, Alberta and Saskatchewan on the graph, 

also on the consumption per adult of disposable 

income because it seemed to me that there is certainly 
in these particular areas the thought that there is 

a concentration of an ethnic group that have been 
through their cultural background and habits of their 
original countries, showing a predominance to drink 
this moderate beverage. 

MR. MOORE: Yes, in part, certainly 
but if you have travelled in Europe and have sat 
in the delightful sidewalk cafes drinking beer, you 
cannot consider some of the beverage rooms in 
Manitoba -- 

COMMISSIONER MILNE: I do think there 
is a relationship here that is different and may 
naturally be one of the factors that makes it 
Stronger in certain areas as well as the price and 
income levels. 

MR. MOORE: You could be quite right. 

THE CHAIRMAN: That doesn't hold up 
very well when you look at Quebec because-the 
consumption of beer in Quebec is very high and the 
consumption of beer in France is relatively low. 

COMMISSIONER WALLS: And they can both 
drink on Sunday. 

COMMISSIONER GRANT: I take it that the 
price of the product would have a greater influence 


on the consumption than the disposable incone factor. 
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MR. RUBINYI: You are quite right and 
price is an important factor. But the price itself 
would not be enough to analyze the situation. When 
we relate the situation to the disposable income you 
need both figures for purposes of analysis. We are 
saying that whenever the figure for disposable in- 
come to buy beer is lower, then the beer consumption 
is lower, 

THE CHAIRMAN: This is the point made in 
the graph opposite page 26, where you explore the 
price relationship as between Spirits and beer, and 
lts effect on consumption, 

COMMISSIONER GRANT: The low consumption 
in the Maritime provinces as compared to other parts 
of Canada is, I am Sure, very directly related to the 
higher cost of beer in those areas. More so than it 
is to disposable income. While you are taking both 
of those into consideration you do concede that price 
has greater bearing on the question. 

THE CHAIRMAN: In Nova Scotia, as I read 
the chart, beer crosses Spirits in 1960, where the 
beer is lower than the Spirits in Ontario throughout. 
Therefore the consumption in Ontario of beer ag 
against spirits is lower relatively than it is in 
Nova Scotia at the present time, What has that to 
do with the price? 

DR, RUBINYE': As I mentioned earlier, the 
figures Showing the position in the provinces are not 
Showing exactly the same position. We are really 


unable to explain the difference which you have just 
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mentioned. This is one of the exceptions. 

THE CHAIRMAN: I am not sure that it is 
not borne out by the chart. In Nova Scotia the 
relationship of the beer price and Spirit price 
declined at the time when beer crossed over SOLriucs, 
In Ontario the relationship of beer price to spirit 
price declined in the year 1961, and spirits goes up 
and beer Bees down. That does not seem to me to be 
spread, 

MR. MOORE: There have been changes in 
regulations in Nova Scotia. Distribution and regu- 
lations have affected the lower price, Price ts an 
important factor. 

COMMISSIONER GRANT: Nevertheless I think 
that in Nova Scotia we did have quite an increase in 
the price of spirits in 1959, and there would have 


been a falling off due to the higher price, because 


Ontario, I note. There could be falling eff -in the 
iminishing return in beer, yet the appetite for spirits 
has to be Satisfied, and it reflects in beer going up. 

COMMISSIONER WALLS: How do you explain the 
relationship of beer being much higher than spirits 
in British Columbia? 

MR. CARSON: I think we might comment on 
this question together with the previous one and look 
at the figures running from page 69 to 73. There we 
have a table of comparison between the price of beer 
and a medium priced spirit. The Spread in price in 


B.C. of spirits has been consistently greater than in 
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Nova Scotia, where currently the price of beer and 


Spirits 1s roughly the same. Therefore, if you relate 
the price back to this chart, I think it proves the 
point that the spread between beer and Spirits is very 
narrow. Beer consumption is suffering, 

COMMISSIONER PERRY: Me. Moore made an 
important point which would appear, on this table, 


the changing 


sod 
t2 


in every province, really, and that 
attitude of governments towards social consumption 
of spirits particularly. We all remember the excite- 
ment in Ontario when we first had the so-called cock~ 
tail lounges. Relating to that, do you have any 
figures in your industry for home consumption as com- 
pared to public consumption? 

MR. MOORE: We have it province by 
province, I think. 

COMMISSIONER PERRY: Well, just the position 
in general, What is the relationship? 

MR. MOORE: In Ontario it is 70-30. 

COMMISSIONER WALLS: Do you mean 30 per 


MR. MOORE: No, 70 per cent is home 
consumption. That is Ontario. 

COMMISSIONER PERRY: Do you know whether 
it is changing over the years, or is it relatively 
stable? 

MR. MOORE: It is changing in Ontario 
towards home consumption. In some of the western 
provinces, however, I think it has been relatively 


Static, 50-50 pretty well. 
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COMMISSIONER PERRY: The soft drinks 
people are finding the same thing. They are getting 
even more of a mass market through the shopping 
centres. They now think that about three-quarters 
of their consumption is in the home. 

COMMISSIONER GRANT: In what year was the 
austerity tax applied to spirits? Was that 19629 
It does not reflect any pricé increase or falling off 
in demand, as reflected in these charts. 

MR, TAIT: I might just comment that there 
was a marked increase in consumption in Quebec when 
there was a double increase both by federal and 
provincial authorities in June of 1962, 

COMMISSIONER GRANT: Did you say an 
increase in Quebec? 

MR. TAIT: Yes, in beer consumption. 

COMMISSIONER GRANT: But in spirits. Was 
there an increase tn the tax on spirits? 

MR. TAIT: No. 

THE CHAIRMAN: May we now go to the 
profitability of the industry. I would like to look 
at paragraph 76. I was curious in that you used the 
term "capital employed" to include the stockholders 
equity, which would be the capital stock outstanding 
and the surplus, the long term liabilities and 
accumulated depreciation. Might I assume that if 
you were relating profit to capital, which you have 
done, you would have addedithat to the interest on 
the long term liabilities, and added that to the 


depreciation. Surely you cannot have it both ways. 
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MR. TAIT: Yes. 

THE CHAIRMAN: You have added that to the 
interest? 

DR. RUBINYI: There is the capital, the 
earned surplus section, the long term liabilities 
and the accumulated depreciation. 

THE CHAIRMAN: But in your income, when 
you put that down did you add the interest which has 
been charged to the profits? 

DR. RUBINYI: No, we did not. 

THE CHAIRMAN: Did you add to your precits 
the depreciation which had been deducted from your 
profits? 

DR. RUBINYI: No. 

THE CHAIRMAN: Would you have any idea as 
to what would have been the result if you had stopped 
at stockholders equity and not added anything to that? 

DR. RUBINYI: The percentage would have 
been higher. 

THE CHAIRMAN: The figures would be entirely 
different. You do not have them, do you? 

DR, RUBINYI: No. 

MR. CARSON: It is the view of the industry, 
I think, that the important thing here is not so much 
income, We realize that the figure is low, but it is 
the trend of the industry which has been down. Even 
if you were to change the condition you have mentioned 
and eliminate depreciation, you would still have a 
declining tendency in the industry. 

THE CHAIRMAN: I think it would only show 
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the trend of the figures. It would not show the 
trend of profits to capital and would not show the 
trend of profits to sales. Because your deprectation 
changes from time to time, and your proportlon-of 
debt changes from time to time. 

MR. CARSON: Well, there are three com- 
panies in the industry, and you realize the Gr Tiowl ty 
It would be relatively difficult to get statistics 
to produce accurately without disclosing company 
figures, 

THE CHAIRMAN: You all publish balance 
sheets. 

MR. CARSON: One of the major companies 
in the industry has a fairly large U.S. business, 
and that has been excluded. This is an attempt to 
measure profit in Canadalonly. We have to be careful 
to the degree in which we break down the figures, and 
we have concentrated here on the trend of the return. 

THE CHAIRMAN: I would be glad to look at 
any relationship of profits to shareholders equity, 
or relationship of profits to sales. I think they 
are all right because obviously you have used your 
reported profits and your reported sales. But the 
return on capital employed, and your turnover of 
capital and sales, I should like to see, using what 
I would consider and I think what most accountants 
would consider to be the capital. I think that one 
wually considers in manufacturing that the turnover 
oF Gapital sales should be about twice. Perhaps 


not quite as much, but I was quite surprised when I 
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looked at some of your figures. In the year 19615 
if they are the figures, your return on eapital 


employed and your return in the matter of profits 


would be very different from 5.84. It would be doubie 
that, or at any rate 14 times. 

DR. RUBINYI: As Mr. Moore pointed out, we 
are mainly concerned in our brief not with the level 
of the profit on employed capital or the sales or 
assets. What worries the industry is the declining 
tendency. We are quite sure that if we did recalculan 


these figures this declining tendency would be sh 


very clearly. 


THE CHAIRMAN: That is what I should like 


fact that there has been a decline. There are matters 
which would intervene here which would produce a 
result which I do not think is the result which is 
reporbed. If one incurred a lot of debt, for instancel 
or if there was a heavy expansion on the capital 
account, the depreciation would alter, and that would 
affect the decline or rise of the figures. 

MR. MOORE: We would review these on the 
basis of Canadian profits and Canadian capital 
employed, as you suggest. We are trying to make up 
a trend on the basis of our business in Canada, 

COMMISSIONER WALLS: What I am interested 
in is, if these figures substantiate the figures you 
have here and show us a declining profit anyway, would 
there not be a tendency if the federal government 


should decide to refuse your tax, to do either of two 
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things: one, that you withhold some of it in order 
to increase the return to your shareholders, or 
secondly, that the provinces might want to take up 
the slack and bring the price up to the same level 


that it was, so that there would be no benefit to 


ct 


che consumer? That would then have the tendency not 
to show the increase in consumption which you are 
looking for. 

MR. MOORE: Could I just take them one at 
a time, Mr. Walls. We have enough faith in our 
products that if we could pass a price reduction onto 
the consumer by way of a reduction in tax we would 
obviously do so. We have no control obviously over 
the provinces, but we do try to persuade them to do 
this. We believe that if we could sell more beer 
at a lower price our shareholders would benefit 
through increased volume; but again, we have no 
control over the price. We are continually making 
representations to the authorities on the basis that 
if they would reduce their tax we would reduce our 
price. 

THE CHAIRMAN: The figures over the page 
Showing salaries and wages show a decline. The cost 
of materials has declined but the value added has gone 
up. I would point to the fact that your operations 
are more automated in 1961 than they are in L962:,. Is 
that right? 
MR. MOORE: Than they are in 1952. 
THE CHAIRMAN: Yes, I mean 1952. 


MR. MOORE: Yes. 
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THE CHAIRMAN: Therefore, the capital 
expenditure would have increased a good deal, and 
the value added by the brewing industry, the increase 
there would be in part an increase in the capital cost 

MR. MOORE: I think our brewing plants in 
Canada are as modern as any in the world, 

THE CHAIRMAN: You have some brand new 
ones in your industry, have you not? 

MR. MOORE: Yes, we have. 

THE CHAIRMAN: You have made the point that 
your industry is not doing wery well,» Yourreprofits 
have been pretty steady, “but profits of Canadian 
industries generally have been fairly steady in the 
last ten years. I was wondering if you could cive 
US an idea what the price ratios are of the public 
companies in your industry. That provides an idea 
of what the public thinks of your future prospects. 

We gather from talking to people concerned with the 
stock market that a fair average in this country is 

16 or 17 times. Would you people, generally speaking, 
be in that category? 

MR. MOORE: I think traditionally we have 
been below that. I was a little shocked to see 
yesterday our own company stock selling at around 
18. This is nothing to do with beer; it concerned 
Some other line of endeavour. I am sure that this 
1s more speculative than what you might call real 
value based on public return. 


THE CHAIRMAN: But you are not prepared 


to say that generally your industry is below, are you? 
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MR. CARSON: I think we might make the 
comment that it is difficult to assess the brewing 
industry because of consolidation of the industry. 
The three major brewing companies have been obviously 
able to attract investor capital because of the 
corporate structure they have built up through the 
Spread of their investment across Canada. it is 
true that the average has been up to the 20 times 
mark, and now they are down around the a Brea vals 


generally that the earnings in the market are closer 


its position or even accelerating slightly because of 
the fact that there are these three major companies 

COMMISSIONER GRANT: I frame this questio 
not of one particular company, but is the industry 
diversifying in order to create a hedge against lower 
profits in the beer business? Is there a 
towards this? 

MR. MOORE: I do not think the industry 
as such is diversifying. 

THE CHAIRMAN: I am interested to see you 
are celebrating the 300 Bnniversary, or you very soon 
will be, of beer Beyut ee cle in Canada. As a matter 


+ 


of interest, do I assume pane ks! Peised, that it 
started in the Jean Talon vaults in Quebec? 

MR. MOORE: That is a fact. 

COMMISSIONER WALLS: I note the fact that 
your industry seems to be pretty well divided between 
one-third federal government revenue, one-third 


provincial revenue and licences and one-third for the 
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cost. of production. They are all reasonably uniform, 
are they not, the percentages which contribute to the 
price of beer? 

THE CHAIRMAN: That is very PApDyS Lest 
not! 

COMMISSIONER WALLS: The only conclusion 
I draw is that I would rather be paying less of the 
tax, which is what these gentlemen are here ror! 

THE CHAIRMAN: Well, I thank you very much 
indeed, I am delighted that you gave us a flow sheet. 
I can. hardly wait to get down to my basement to try 
it out! 

This has been a very interesting sub+ 
misSion indeed and it will be extremely helpful to 
us. Is there anything further you would like to say? 
Then accept our sincere thanks for this morning's 
attendance. 


MR. MOORE: Thank you for hearing us, 
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THE CHAIRMAN: Then we will stand over 


ten minutes, 


-~- A short recess. 
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SUBMISSION OF 
THE CANADIAN MUTUAL FUNDS ASSOCIATION 


APPEARANCES 
ALAN CHIPPINDALE, President 
T,0, PETERSON, First Gitensresiaant 
ek, Ge REDD, Second Vice-President 
RB, WHITEHEAD, ©Q.6. 5 Executive Secretary 


THE CHAIRMAN: Mr, Secretary, I think we 
can start. 

THE SECRETARY: Mr. Chairman, ... the second 
Submission this morning is being presented by the 
Canadian Mutual Funds Association, Mr, Alan Chippindale, 
President of the Association, is here together with 
his associates and would like to say a few introductory 
words and introduce his colleagues, 

I would like to enter this brief into the 


record as Exhibit 320, 


EXHIBIT 320: Brief submitted by 
Canadian Mutual Funds 
Association 


THE CHAIRMAN: Good morning, Mr, Chippindale, 
We are glad to see you and appreciate your coming 
forward to assist us in this matter, 

MR, CHIPPINDALE: Thank you very much, 

THE CHAIRMAN: We have read what you have 
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put before us, and we do not want to do that again, 
But we will have a number of questions to ask you, 
Before we get to that, if there is anything you wish 
to say to us, we will be very glad to hear it, 

MR, CHIPPINDALE: Mr, Chairman and other 
honourable Commissioners, I would like to say that we 
consider it a pleasure indeed and a privilege to be 
here and to be able to discuss this submission with 
you, 

With your permission, I would like to cee 
duce my associates, But before doing that I would like 
to say that if I seem to be drinking an undue amount 
of water, it is not really due to my misbehaviour last 
night. I have been fighting a cold for several days 
with anti-histamines and I am just completely dehy- 
drated,. 

THE CHAIRMAN: I am glad the brewers are 
no longer in the room, 

MR, CHIPPINDALE: I was hoping that the 
people on the panel which preceded us might leave 
some of their products, but they did not, 

First I should like to introduce Mr, T.0, 
Peterson, on my right. Mr, Peterson is First Vice~ 
President of the Association and he is President of 
the Investors Mutual Group of Funds, from Winnipeg, 

On my right is Mr, Alex Reid. 

THE CHAIRMAN: Whom we know, 

MR. CHIPPINDALE: He is Second Vice-President 
of the Association, He is President of the Mutual 


Accumulating Group of Funds, from Vancouver. To my 
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far left is Mr, Whitehead, who is Executive Secretary 
for our Association at our offices in Toronto, 

In our brief we have limited our comments 
strictly to the taxation of mutual funds ,themselves 
and to attempt to answer a few questions which have 
been raised in advance by the Commission staff, 

However, if the Commission have any other 
questions in the area of investments and the taxation 
of investments, we would be very glad to comment on 
them if we feel qualified to do so, Ido not want to 
introduce the whole brief at this Stage, but there are 
one or two points that I would like to emphasize, 

We have dwelt at some length in tracing the 
history and development of mutual funds, not because 
We want to bore you with them, but they are a relativel 
new type of operation, They are becoming more widely 
known, but they are perhaps not as Widely known as 
other institutions are. Therefore we have included 
some brief description of their history and development, 

We have also touched on the important role 
they play in the national economy, The assets at the 
end of this year, although not in final form, will 
have crossed the billion dollar mark among the funds 
Which are members of this Association, which are 27 
in number, Their ownership of Canadian common stocks, 
which seems to be such a desirable thing in this 
country, will run in the neighbourhood of $650 million 
to $700 million, and it is growing fast. We feel 
that is greatly more than any other investing group 


in the country. In fact, figures which are somewhat 
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Sketchy seem to indicate that that is more in Canadian 
common stock holdership than any other two groups 
combined, 

In essence, what we are asking for, we feel 
Will not cause any loss of revenue to the government, 
It is simply a matter of trying to get uniform taxation 
of the several different kinds of funds, namely open- 
end mutual funds which are incorporated, open-end 
mutual funds which are not incorporated and act as 
unincorporated trusts, closed~end investment companies, 
and any pool funds that operate primarily as supervised 
and diversified entities for other people. So that all 
would then be on the same basis, 

The present taxation attempts to give 
approximately the same type of treatment, but in the 
process there are some anomalies, some injustices, 
which we feel are not necessary. 

We feel that they should all be 
taxed as through conduits, which we believe them to be: 
and should have full tax credits. We believe them all 
to be in the same position, This would assist them in 
developing greater growth through the simplicity which 
we feel is highly desirable, not only as a service to 
hundreds of thousands of investors in Canada, but also 
in this very important area of raising and generating 
more savings of the Canadian people to be available 
for greater ownership of Canadian enterprises. 

That is all that I have to say, Thank you, 
Mr, Chairman, 

THE CHAIRMAN: Thank you indeed, Mr, 
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Chippindale, I think we will want to ask you questions 
going beyond the technical aspects of the position of 
investment trust when we get on to the main part of 
your submission; at least, your own recommendations as 
to how your type of organization should be taxed, 

In view of the technical nature of this 
matter and its great importance, I have asked our 
counsel, Mr, Stewart, to lead our questions, which of 
course leaves us with the right to ask questions too, 
So they may come at you from all directions, 

There is one question I would like to ask 
you before we deal with your submission, While I am 
quite familiar with incorporated closed-end and open- 
end investment trust, or reasonably familiar, I have 
very little -- in fact, I think I might say no 
experience -~ experience of unincorporated funds, 

Those would be in the nature of trusts, I assume; but 
I observe somewhere in your submission that you refer 
to shareholders of unincorporated trusts,Which is very 
loosely speaking, I would assume, because if they are 
unincorporated they can hardly be shareholders. They 
can be beneficiaries of a trust, I suppose, technically. 

MR, CHIPPINDALE: That is correct, That is a 
manner of speaking, if you will, They are unincor- 
porated trusts and are governed by the terms of the 
trust , It is commonly referred to in the industry 
as being a shareholder in the trust, and that is the 
reason that terminology was used. 

THE CHAIRMAN: Do they receive a certificate 


of any kind? 
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MR, CHIPPINDALE: Oh, yes, 

COMMISSIONER GRANT: You could use the term 
"unit holder" and perhaps describe it more accurately? 
| MR, CHIPPINDALE: No, a unit holder in 
industry means something else again, A unit holder, 
by common usage in the investment industry, means 
where a fixed number of individual securities are 
deposited with a trustee and against that fixed number 
of underlying securities you issue beneficial certi- 
ficates of ownership, in units, 

In other words, you may have "xX" number of 
shares of 20 different stocks, and those are deposited 
with the trustee, and you issue against those 
particular stock certificates and securities units of 
ownership. 

You may have outstanding 1,000 of' those 
units of ownership, but each one is an individual unit, 
and usually the unit holder has the right to go to the 
trustee and require delivery to him of the underlying 
Securities by the surrender of his beneficial certi-~ 
ficate. That is not what we are talking about. 

THE CHAIRMAN: I think we are getting into a 
technical area, and that is why we have Mr, Stewart, 

I just wanted to get a very general idea to help me, 
and we will probably come back to that afterwards, 
Mr, Stewart? 

MR, STEWART: Thank you, Mr. Chairman, 
Gentlemen, I would like to start, if I may, on page 9 
of your brief and ask you one or two questions about 


the composition of your Association, You say in 
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paragraph 12s: 
"It is estimated that 98 per cent of 

eligible funds in Canada,..are members," 

I take it, if we look at page 7, that the 
Six companies which are referred to in the first 
paragraph on that page are the only companies which 
you consider to be eligible which have not in fact 
become members of your Association, Would that be so? 

MR. CHIPPINDALE: If I might say so, Mr, 
Stewart, elsewhere in here we do describe who we 
consider to be eligible for membership in the Associa- 
tion, which are open-end mutual funds only, organized 
and primarily owned in Canada. It does not include 
any closed-end incorporated funds, It does not inelude 
any open-end funds organized in Canada but primarily 
owned abroad, So you get into quite a few of these, 
We went to considerable trouble in preparing these 
tables because we wanted to try to present a picture of 
the total of these things in Canada outside of our own 
Association, When we Say that it is estimated that 
98 per cent of eligible funds in Canada are members, 
We think that is reasonably correct, having in mind 
that our members have a billion dollars in assets, 
The figures we give here, do they not amount to about 
98 per cent? That is what I am trying to portray, 

MR, STEWART: Let me come back to my question, 
if I may. My question is thiss On page 7 you refer 
to six funds having aggregate assets of some $14.9 
million which, it would appear from your rules, would 


be eligible for memberships; but I take it from what 
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you say on page 9 that these are the only eligible 
ones who have not become members? 

MR. PETERSON: I think that would be 
essentially correct, would it not? 

MR, CHIPPINDALE: I think it is essentially 
correct, Does not the arithmetic flow there? 

MR, STEWART: I am not suggesting that it 
does not. I am trying to follow this through, On 
page 9, in paragraph 12, you say that you have excluded 
funds organized outside of Canada and funds organized 
in Canada but owned primarily outside of Canada. 

Then your next classification of exclusions 
consists of small funds operated as ancillary to the 
investment counsel or investment brokerage business, 

| MR, CHIPPINDALE: That is right, 

MR, STEWART: How do you define a small fund, 
in this connection? 

MR, CHIPPINDALE: As a general statement, 
something under $1 million, There might be one or two 
exceptions, but mostly well under $1 million in total 
assets, 

THE CHAIRMAN: Would those be investment 
clubs? 

MR, CHIPPINDALE: No, those are not private 
investment clubs, 

MR. STEWART: Would this be the group which 
is referred to in the third item on page 7? 

MR, CHIPPINDALE: The nine companies? 

MR, STEWART: Yes. 

MR, CHIPPINDALE: Yes, that would include 
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that group. 

MR, STEWART: The last item on page 12 
relates to funds operated by trust companies or 
insurance companies or closed-end investment companies, 
I appreciate why you might eliminate the closed~end, 
because you are open-end, 

Are the funds which are operated by trust 
companies or insurance companies in the open-end 
category, or not? 

MR, CHIPPINDALE: For the most part, yes; 
not necessarily entirely, They may have some incor- 
porated funds. As a matter of fact, trust companies 
generally operate what they call pool funds, which are 
unincorporated, 

MR, STEWART: But if they are open-end why, 
as a matter of interest, would you exclude them from 
membership? 

MR, CHIPPINDAIE: That 1s a type of business 
different to our business, Their business is 
essentially not the mutual fund business. It is just a 
small ancillary to their business, and as members of 
our Association this is our primary activity. That is 
the reason we have not included them, 

THE CHAIRMAN: They would not promote their 
funds in the same way at all? 

MR, CHIPPINDALE: Not in the same way, but 
in a different way. They do not have, for instance, 
Salesmen, Some of the mutual fund organizations 
Operate exclusively through investment dealers and 


others have their own direct selling organizations, 
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In both cases the shares are offered to the investing 
public by means of salesmen, 

The trust companies do not do that. They 
so far have run big advertisements and invite sub- 
scriptions in that manner, It is not the same kind of 
business, if you will, as we in this Association are 
composed of’, 

MR. STEWART: Then at the bottom of page 7 
you refer to certain unincorporated fixed trusts. 
Could you tell us briefly what type of animal that is. 

MR. CHIPPINDALE: That is the type of animal 
that I described originally, the mutual trust, May I 
just make a statement, Mr, Stewart, in this connection? 

MR. STEWART: Please do, 

MR, CHIPPINDALE: We do not attempt to 
guarantee these figures. We did our best to assemble 
them, They are very difficult to get, because all 
this information is not published, We did our level 
best to try to give the Commission a picture of all 
kinds of companies that are here. We do not guarantee 
them, Our own figures we know. These figures we got 
from all kinds of sources, There is no standard 
publication that I know of where you can get this 
information, We have pleced it together from various 
Sources, We think it is pretty reliable, 

THE CHAIRMAN: We are very grateful to you, 
It is the first information, as far as I am aware , 
that we have received on the general composition of 
this business, 


MR. CHIPPINDALE: We hope it will prove 
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helpful to you, but you will understand that it is an 
approximation, 

THE CHAIRMAN; Thank you, 

MR, STEWART: Mr. Chippindale, if I could 
go back to page 2 of your submission, at the bottom 
of paragraph 1 you refer to the acquisition or sales 
charge which open-end mutual funds make, 

MR, CHIPPINDALE: Yes, 

MR, STEWART: Could you indicate to us the 
general range of these charges in Canada at the present 
time? 

MR, CHIPPINDALE: They range generally from a 
Sales premium of 8-2/3 per cent of the offering price 


down to as low as 1 per cent on volume amounts. 
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MR, STEWART: Does the charge made 
vary according to the amount invested? 

MR, CHIPPENDALE: It does vary. There 
1S a sliding seate; The charge ranges from & 2/3 
per cent for the smaller amount down to as low 
aS one per cent for large amounts. 

MR. STEWART: Can you tell us what 
Size of investment is in the price range which 
pays the 8 2/3 per cent load? 

MR. CHIPPENDALE: That varies by 


groups and by companies but some start breaking 


the top sales premium -- the acquisition charge 
is as low as $5,000, Others do not break it 


until a higher amount. 

MR. STEWART: Well now, as far as 
this charge is concerned, would the amount of that 
charge be brought into income of the funds for 
tax purposes? 

MR, CHIPPENDALE: No, the acquveition 
charge is a fee paid to cover the cost of dis- 
tribution, The investment fund itself receives 
only the net amount. The investment fund itself 
issues the shares upon payment to it by the under- 
writer of the asset value prevails ingiatethatatine, 
net; the underwriter adds the distribution premium, 
It is an acquisition cost and when the shareholder -- 
when the purchaser becomes a shareholder he pays 
the acquisition cost. When he sells automatically 
he gets the price that approximates the liquidated 
value prevailing at the time he disposes of it. 


MR, STEWART: So the acquisition premium 
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covers his total cost of buying and selling and 
none of the premium is received by the fund, 
MR. CHIPPENDALE: No sir, 
COMMISSIONER GRANT: [In etiecuo.tnere 
is no charge on Selling, It is only on paying, 
MR, CHIPPENDALE: It is an acquisition 
Sost: LOL isMyuseterike joining a club or joining 
a group. You pay a fee. You amortize that over 
a reasonable period of time, I know of no fund, 
for instance, that encourages short term buying 
of mutual funds, This is essentially a long term 
project. You pay whatever acquisition premium 
is indicated by the amount of your purchase and 
then when you go out you get that asset value. 
That covers its total amount because if somebody 
Wants to sell on the full premium -- let us say 
he paid 8 2/3 per cent -- he holds that for five 
or ten or fifteen years, and if he amortizes that 
acquisition premium over a long period of time 
it is very small compared with the alternative. 
If anybody acquires anything or disposes of it, 
that cost then covers the total round trip buying 
and selling cost, It is far more apparent than 
it is real compared with the alternative because 
all alternative forms of investment costs money 
to buy and sell, usually far more than generally 
appreciated. 
MR, STEWART: These acquisition costs 
then go to the underwriter, I take it that those 
funds retain an investment adviser. 


MR. CHIPPENDALE: Yes sir. 


——————_— 
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MR. STEWART: Can you tell us whether 
there are normal charges payable to investment buyers 
and if so what they are? 


MR, CHIPPENDALE: Let me say this: 


© 
3 


a continental basis, the U.9. and Canada I would 
Say the standard charge has been one-half of one 
per cent of the average net value of the assets 
computed quarterly. That is the Standard. There 
are variations from that. Some funds charge less, 
There have been a few that charge more but one-half 
of one per cent has been laid down as a standard 
charge, 

MR. STEWART: Is this charge allowed 
to the fund as a deductible expense in the 
computation of income? 

MR. CHIPPENDALE: It is but it has 
to be prorated. The fund prorates its income 
as between taxable and non-taxable income, It 
is required to prorate expenses, including the 
managerial fees, 

THE CHAIRMAN: I had the idea that 
these investment counsel funds were divided as 
between capital gains and income so they were only 
half allowed as a deduction. 

MR. CHIPPENDALE: That is not Sorrect, 
SL's 

MR, STEWART: Now, observe on page 6 
your figures that refer to the aggregate market 
values of domestic mutual funds = in 1963\:21twould 
appear that the average investment in these 


Canadian funds at that date amounted to just over 
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$3,000, 
MR. CHIPPENDALE: We have it at the 
top of the page where we Say it amounts to 
Slightly over $3,000, 
IR, STEWART: Now, does it follow from 
that that the appeal of these funds is essentially 
to the small investor? 
MR. CHIPPENDALE: Certainly the majority 


of the shareholders are what would commonly be 


referred to as the small investor, On the other 
hand there are some very sharp investors, There 
are several who have more than $1 million 


in these funds, but they are few in number, obviously. 
Generally speaking, I believe these figures show 
we have 300,000 shareholders with $9 million in 
assets which is an average of $3,000, but the average 
of $3,000 is high because there are a few rather 
large shareholders. If these large shareholders 
were not in there, it would not affect the number 
of shareholders very much; it would affect the amount 
per shareholder, It would be smaller than $3,000, 

MR. STEWART: Have you any idea, Mr, 
Chippendale, as to the income group in which your 
average investor would fall? 

MR. CHIPPENDALE: Sir, I just don't 
have any idea of that. There never have been any 
figures gathered or published that I know of in 
that area, 

MR. PETERSON: Well, speaking from our 


Own experience, I woudd say that the great majority, 
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that is over 50 per cent, would be in the income 
bracket from $6,000 to $10,000 to $12,000, 

MR, STEWART: Thank you. Well now, 
would the average figure hold or be likely to 
hold for individual funds whether the funds them- 
Selves are large or small? I am not sure I have 
made my question clear, But I have in mind --- 

MR. CHIPPENDALE: TI anticipate your 
question, It varies by the fund. Some funds 
have a slightly higher average, Some have a 
Slightly lower average. To some extent it 
depends on their age, their length of operation, 
the type of operation, For instance, the funds 
that operate through dealers would have a slightly 
higher average of shareholders holdings than those 
that have their own direct selling organizations, be- 

cause with a direct selling organization they can get 

out and seek the people out and they cover the people 
more thoroughly than the average investment dealer, 
who has more or less a clientele. 

An investment dealer's clientele ig 
apt to be -- I am just talking over the top of my 
head -- composed of people with slightly higher 
income, The fact they are a customer of an invest- 
ment dealer in itself indicates they are higher than 
the lowest level of income people; whereas in a direct 
Selling organization they can get right out to the 
Erass roots, I would like to make an observation 
there, I personally feel that this is the only Lype 


of savings institution in Canada that can and does on 
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an economical basis provide a sound Service and 

enable a salesman to gO out and gather the Savings 

of small people. That is essentially what its 
function is accomplishing, We have other savings 
institutions and the stock exchange, for which 

I have great respect and they are certainly essential 
to the nation's operation, but they cannot economicall 
the members of the Stock Exchange, go out and spend 

a lot of time finding people who can only save $200, 
$300 a year, but it is the masses of these people, 

In addition to the fact they can do that, 
it is also one of the very soundest ways for them 
to invest from an investment standpoint because 
all these funds have a cross section of what are 

regarded to be among the finest securities in the 
country made available to these people for their 
Savings. 

MR. STEWART: Mr, Chippendale, if I 
could go back for a moment to this question of 
average investment, You have indicated that there 
will be variations from the $3,000 average from 
fund to fund, but do I take it that the variations 
will not be very substantial; that the average 
member of most of the funds would have an invest- 
ment of about the $3,000 range. 

MR, CHIPPENDALE: Well, I would say that 
this is speaking off-hand again -- I would say that 
perhaps the top average would be close to $4,000, 
tnat is true, I think, in the case of my own company, 


The others would get down perhaps closer to $2,000 
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level and it depends to some extent on how thorough 
a job they are doing in reaching the grass roots money 
investors, 

MR, PETERSON: I would like to make 
one point. A number of the funds -- and this 
would reach at least 60 per cent or more, make 
plans available to individuals on a serial basis, 
They can start with as low as $50, They embark 
upon a program over a period of years. Sometimes 
they contribute quarterly or half-yearly, and 
Sometimes when it is convenient. Others do 
not always follow through, I think that is 
a service that is very important in the distribution 
of this service, 

MR. CHIPPENDALE: At this junction 
I would like to enlarge upon a previous statement 
that I made when you asked me about the acquisition 
cost, I said they had a top rate of 8 2/3 per cent, 
That is true for a normal purchase, but the plans 
to which Mr, Peterson referred which involves these 
very small amounts, a total cost there can run higher 
than 8 2/3 per cent. Not all funds offer this 
type of plan, but the funds that do, the charge 
necessarily has to run higher than 8 2/3 per cent 
to cover the handling cost of the small monthly 
payments and the small amounts involved. 

MR, STEWART: When Mr, Peterson referred 
to a serial plan, is this sometimes called instalment 
purchasing? 


MR. CHIPPENDALE: Yes, 
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THE CHAIRMAN: Mr, Reid has something 
he wanted to say. 

MR, REID: Mr, Chairman, I would like 
to give you some statistics so far as my own company 
is concerned, We have what we call a compound 
cumulative fund which is sold Dainiy for capital 
accumulating objectives, Many small investors, 
particularly young people, like this type of fund 
where they do not withdraw income but allow it tO 
be plowed back to increase their equity over a 
long period of time, The average shareholder in 
a mutual cumulating fund will do this. We have 
Some very substantial holders in the form of 
pension plans and individual large holders, Some 
may hold $500,000 to $750,000 but the average, 
excluding these, would bring the figures to less 
than $1,000, if you exclude distributed income and 
the average shareholder in that shareholding whose 
intention it is to save may, for a long period of 
time,tend to be the smaller shareholders. Those 
whose intentions are for investment and earning 
dividends tend to be the larger shareholders, 

THE CHAIRMAN: Thank you, 

COMMISSIONER GRANT: Would you identify 
your fund, Mr. Reid, on Exhibit B, page 51 and 52, 
which is the fund on which you lay the capital 
depreciation emphasis. 

MR. REID: We have two in that category, 
One is a mutual accumulating fund which has its 
base mainly on common stock, and the second is 


a mutual bond fund which has its base in debt 


ee 


At 


“mbiteson 421 bien 


MRED Ende tps 


ewan Thin oY co TE 
Vg : ae ie a) | 
fen ila ay yeah 


$ ve and 


vt (MAMRRABOCERS 1.5 6) Pen 
‘YBa ct betnan oe 


qian, 4 


| 


tetde?s wide wov. ovis ae 


ev I20¥ evar, on bam eonosces 


ws BiGa.'st riovtety Hatt aevbisluese 


aL orvitealao, pritelumge® 
sifs , sfnom, Bavey 2 faa iit ote 
nt westridiw tow ch ens axe 
jet eenedant, 0? sload. bewoig es 
put art'l sn | 90 2°130. Sf i 
r) J Io; 7 >: an) obi : 4 ia 
1eRiC aLue of OE yy wor 
it bier! ory “utet - 
i ‘ iM 1 Og ff ‘a: 
sie’ nhoow . 47 ant} bo flow 
a. >t i a sy & ? * 
iF yj it. eRe TOV & 
rein j , “ rete 
m 
P ; ; t 4 
i) \- @ 
4 ( “O'7 isi ‘ , 
; | { 6) bret abceb 
2 : 
ol mi ',onu7 
‘ ' ae. i >» AD 
Liane tial onder 
= 
Peli Ligue. & af iw; 
V7OG. ronsros. TiC Wert: a Sete: | 
«4 + vies des Pati 


© 


-_ 


j 


tree Exod [ ges Pirin, = 
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securities. This is on page 52, 


You will notice also that included here 
are mututal income fund and mutual bond income fund. 
These are sharing in the same portfolio but they 
have a different function of distributing dividends 
quarterly. Ye also have a periodic scheme and 
plan which is available to the Shareholders at a 
Standard maximum load, 834 per cent, so there is 
variation in sales charges, accorging tothe 
different companies. 

It is very hard to take an average.) I 
think probably Mr, Chippendale gave you the average 
for the industry, but there are quite wide variations 
in the individual companies, Each one has to cut 
its cloth to fit its own objective, 

MR. CHIPPENDALE: Mr, Stewart, may I 
just make an observation. I think you asked if 
this was known as instalment payments? 

MR, STEWART: Yes, instalment purchasing. 

MR. CHIPPENDALE: I would like to make 
@ correction. These are periodic purchases. In 
the industry, instalment purchases would be where 
you make one lump sum purchase and Payot off In 
instalments, which would be the equivalent of buying 
on margin. These are simply periodic deposits and 
these deposits are utilized to buy outright whatever 
amount of the underwriter's securities may be bought 
with them, It does not involve any leverage. 

MR. STEWART: I take it from what you 


have already said your Association would consider 
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Some portion at any rate of this billion dollars 
to which you refer, would not have been invested 
in securities if the Mutual Funds did not exist. 

MR, CHIPPENDALE: I feel very strongly 
that is the case, 

MR, STEWART: You are familiar, I have 
no doubt, with a study of mutual funds which was 
prepared for the S.E. Wharton School of Finance 
and Commerce in 1952, 

MR. CHIPPENDALE: Yes sir, 

MR. STEWART: I have a copy of their 
report in front of me, I would like to read this 
statement from page 21 where they are discussing 
the growth of mutual funds in the United States. 
They say this: 
"Much of this money might have been 
invested directly in the stock market 
even in the absence of mutual funds, 
but a substantial proportion probably 
would not have been invested in the 
market either directly or indirectly 
without the growth of mutual funds 
and their successful tapping of 
Savings courses not traditionally 
channelled into the stock market." 

Would you consider that that statement would also 
be true in Canada? 

MR. CHIPPENDALE: Well, the only 
question might be of degree. The general principles, 


yes. There is no question but that some part of 
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that money would have gone into stocks, but in the 
main, in my personal Opinion, it would not be very 
much, 

I hate to go back and keep adding to 
things I have Said, but I think i+ might be useful 
to point out that there are several different 
ways, aS Mr, Reid has indicated, you can purchase 


these shares and not every company has the same 


plan. Some companies have a different company. 
Others just have a plan within the company. They 
provide essentially the same service, There is 


one big feature, These periodic purchase plans 

we have already referred to are in two categories, 
Those which are called voluntary plans which require 
ho contractual commitment, and which may be 
terminated any time without penalty and which carry 
the normal acquisition costs, The other type of 
periodical purchase plan is concerned with a 
contractual plan where the total charges run 

a little higher because the services involved 

are somewhat different, They involve a 
contractual commitment and if carried through 

to the commitment of the contract they suffer 

no penalty. If they do not carry through, on 

a Sliding scale they would have to make some 


Sacrifice in their liquidated values. 
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Those, in principle, are the different me thods, 
Then you have the outright purchases; you have plans 
for automatic reinvestment of dividends, and things of 
that kind which are general in all companies, Pa 
companies do not have a contractual plan, All companies 
do not have a voluntary plan. Some have one, some 
have the other; some may have both, 

MR, STEWART: Could you tell me how the 
Canadian mutual funds are divided as between common 
Stock funds and balanced funds, and whether there are 
any other major classifications of these funds? 

MR. CHIPPINDALE: if I might say this -- and 
my colleagues here may disagree with me -= I think that 
it is fair to say in Canada that by far the greatest 
majority of the funds are primarily common stock funds. 
To my knowledge there is only one bond fund, and that is 
very small. They try to state a degree of emphasis. 

One might call it a growth fund, to invest primarily in 
common stocks, Somebody else might use the term 

a "balanced fund", but it is to invest primarily in 
common stocks, 

I think there is a very decided similarity in 
the great majority of all Canadian funds as distinct 
from the U.S. In the U.S., where you have such a 
much bigger financial economy, where you have much 
greater numbers of investors of all classes and all kinds 
and varieties of securities, they do have down there 
What are known as balanced funds. The charters of 
those funds have rigid percentages which cannot be 


exceeded in the area of stock, whether common stock, 
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preferred stock or bonds. They have some PLEMLRLIICy 
and the management can vary them within limited 
percentages, But at all times they must be rigidly 
within those three classes of securities. 

We do not have a fund of that wype “in Ganada’, 

MR, STEWART: Then you would perhaps be 
involved in some problem here of the definition of 
terms, If we have a fund which, let us say, is invested 
60 per cent in common stocks and 40 per cent in 
reserves of one kind or another, do you regard that as 
common stock fund or a balanced fund? 

MR, CHIPPINDALE: Offhand I cannot think of 
one. If it is over one-half in common stocks it is 
primarily a common stock fund, We have taxation, of 
course, which importantly influences the proportions 
of the investments which are going to be held by the 
various companies, 

MR, STEWART: I will come to that, but let me 
ask you this. The typical Canadian fund -- well, 
perhaps there is no typical Canadian fund, but you say 
that you regard Canadian funds as primarily or 
predominantly common stock funds. What would the range 
of reserves be in Canadian funds? 

MR, CHIPPINDALE: When you say reserves, you 
mean fixed income tax securities? 

MR, STEWART: I am thinking of cash and fixed 
income type, both of preferred stocks and bonds, 

MR. CHIPPINDALE: That is what we call fixed 
income type, whether preferred stocks or bonds and cash. 


They will vary according to the judgment of the managemen 
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orleach Tund; Also, they will vary in accordance with 
what the representations have been to the purchasers, 
You cannot go out and invite subscriptions to a fund 
and tell the purchaser that you consider yourselves 

to be a conservative fund and you show a portfolio which 
has a 20 per cent defensive position, I hardly think 
that you could live up to your representations to a 
purchaser if all of a sudden you did not have any 
defensive position, But the amount can vary in 
accordance with the best judgment of the management as 
to the outlook and the stated purpose of the fund, and 
they will vary, I would say, from 30 per cent down. 

MR, STEWART: When you say down, you mean --- 

MR, CHIPPINDALE: Smaller. A maximum of 30 
per cent defensive position -- that is our loose 
terminology -~ down to practically nothing. 

MR, STEWART: Then the defensive portion would 
be divided broadly in these three groups of cash, 
preferred stocks and bonds or short term paper? 

MR. CHIPPINDALE: Yes. 

MR, STEWART: In Section 69 of the Income Tax 
Act, Mr. Chippindale, it is provided that not more 
than 25 per cent of the income of these funds can be 
from interest, 

MR, CHIPPINDALE: That is correct. 

MR, STEWART: Do you consider that that 
limitation is appropriate and that it permits these 
funds to follow a desirable investment policy? 

MR, CHIPPINDALE:Y Personality, doz 


MR, STEWART: So that if the defensive or 
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reserve component of a particular portfolio were to 
extend to 30 per cent, some substantial portion of the 
30 per cent would have to be in preferred stocks? 

MR, CHIPPINDALE: Right, That is in order 
to qualify for that section, 

MR, STEWART: Yes. You do not think that 
in practice this creates any problem? 

MR, CHIPPINDALE: I can say this, that it has 


not in the case of our company so far. 


MR, REID: May I just make an observation unere, 
Mr, Chairman, Each company or group of funds is likely 
to have some individual attitude which differs from other 
groups of companies, May I speak in connection with 
my company. We have set our funds up as investment 
trusts, Because of the latitude provided provided 
management to deal with the securities in keeping with 
conditions which exist in the securities market, we 
have no hindrance in any respect in investment 
decisions. We can be 100 per cent defensive if we 
feel that it is in the shareholders best interest to 
be so, without any tax disadvantage to our certificate 
holders or shareholders. 

THE CHAIRMAN: You are unincorporated, are 
you? 

MR, REID: Yes, we are unincorporated, This 
is of extreme help to investment manegement. We are 
not hampered by rules or regulations which the 
Companies Act may bring about, or which the Income Tax 
Act may bring about, simply because we are conduits, 


and the fund is owned 100 per cent by its shareholders 
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or certificate holders, and all the income is flowed 
through to them in the exact identity that it is earned, 
Bond interest is passed along to the Shareholders in 
proportion, common stock dividends, preferred dividends 
if we hold any, so that each individual shareholder 
benefits in the portfolio in accordance with his 
proportion of shares related to the total, in the same 
Sense as if he held the individual securities himself 
airectly. 

So that when Mr. Chippindale says that the 
25 per cent limitation in defensive securities has not 
interfered with his company's investment moves, I should 
not like to say that if we had an incorporated fund 
-- and we have one called Beaubran Corporation -- we 
could not save this for ourselves, because there may be 
a time when it would be in the shareholders best 
interest to defend the portfolio, perhaps to 50 per cent 
or 60 per cent, and we would not like to feel that it 


was going to be also a disadvantage to the shareholders 


MR, CHIPPINDALE: May I just make a comment 
on that, please, I wonder whether it is correct, Alec, 
to say that in your form of company. That is the type 
of treatment we are all claiming, that of being treated 
aS a conduit, but I wonder whether it is accurate to 
Say that taxes are not a consideration in your 
investment. policy. If all your money was invested in 
Canadian company stocks you would get a 20 per cent 
dividend, but if it was in bonds you would get nothing. 


MR. REID: That is: correct. 
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MR, STEWART: I did not understand Mrs, Reig 
to say that. I understood him to Say that what he was 
Saying essentially was that in certain circumstances a 
25 or 30 per cent limitation on the reserve component 
of a portfolio might not be high enough. 

MR, REID: It might be to the disadvantage 
of the shareholders. AS stewards of the assets we 
must al ways consider the best interests of the 
Shareholders, 

MR. PETERSON: In our case we feel that we 
can live with the 25 per cent limitation. On the other 
hand, we should like tofeel that investment management 
will not have to consider tax implications as against 
investment management, and this can happen under 
certain conditions. 

MR, CHIPPINDALE: That is right, Under the 
present situation of an incorporated fund, if you did 
not comply with the 25 per cent requirement you become 
taxable as a regular corporation, and it would be 
critical as a consideration, Whereas if we were 
granted our request here to be treated as a conduit, 
you would not be completely free of tax considerations 
and implications, All you would be doing would be 
to make the greater part of your income subject or 
not subject to tax credits, but it would Still be a 
consideration. It would not be critical. 

THE CHAIRMAN: It would put the individual 
in the position as though you were not there, 

MR, CHIPPINDALE;: That is correct, 


THE CHAIRMAN; We recognize that there are tax 
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advantages and disadvantages to the individual by 
investment, but because you put your money into the 
market through your organization it would not affect the 
investment choice beyond the way that you would have 
been affected had you done it yourself. 

MR, STEWART: Is there anything corresponding 
to this 25 per cent interest limitation in the United 
States? 

MR, PETERSON: Not to my knowledge, 

MR, CHIPPINDALE: There is a qualification 
down there that registered investment companies require 
to be registered under the Investment Company Act of 
1940. They have that kind of qualification which makes 
it readily applicable to everyone. They have certain 
limitations or requirements for meeting the position of 
being completely tax free, 

MR, STEWART: Of course they have. They have 
limitations as to the diversification of interest, and 
they have limitation as to the distribution of income. 
But have they any further limitations? 

MR, CHIPPINDALE: I think they have a 
limitation and still say that a certain proportion of 
your income has to be derived from common Stocks, for 
example, I would not want to state that as definite, 
but at one time that was the case. 

MR, PETERSON: I happen to be on the board of 
a company in the States, and I do not think this is the 
case, I am not aware of it, 

MR, CHIPPINDALE: Years ago I remember making 


representations to the government here, and I based my 
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requests at that time on the United States practice, 
and that was that so long as 7O per cent of your income 
was derived from dividends from Stocks, you would 
consider that to be a non~taxable entity. It did not 
have to be 90 per cent or 95 per cent so long as it was 
7O per cent, But if you did not have 70 per cent you 
fell into a different category. 

That was some years ago, Whether it has 
changed I cannot say, but it was a factor at one time, 
I tried to persuade the authorities here to look upon 
the main purpose and not to be confused by the 
ancillary results, and if in the main they were 
receiving 7O per cent or more on their dividends from 
Canadian taxable corporations, that was their main 
objective -- the other things were incidental -~ and 
they should be treated as a tax free vehicle, which was 
the case in 1946, They were exempted from the Income 
Tax Act in 1946, We became subject to tax again when 
the dividend tax credit was introduced, if I remember 
correctly, in 1949, first at the 10 per cent level and 
then at the 20 per cent level, It did not apply to 
our dividends because we were exempted from the Act. 

MR, STEWART: Can I leave this point on this 
basis, that if you would not mind perhaps you would 
check it and let the Commission know through the 
Secretary whether there is any such limitation in the 
United States, 

Now, is it not the fact that at the present 
time the recognized indeces of common stocks in North 


America are selling at or close to all time highs, and 
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1 that if there is or there will be a need for an increased 
2] reserve position, a limitation of this character may 

3] have unfortunate effects on the industry? 

4 MR, CHIPPINDALE: What we are asking for 

5| in this brief to be recommended is that we be treated 
6]/ aS a conduit, If we were this factor would disappear 
7] and would not be a consideration. It would then just 
8] be a question of investing funds as you felt you could 
9 from a purely investment management Standpoint and in 
10/ accordance with what you indicated to the purchasers 
11 that they were buying. You cannot go out and solicit 
12| money from a man on the street and teil him: "Vou have 
13 most of your money in fixed asset securities; why 

14] don't you buy some common stocks which might keep you 
15]| ahead of inflation", and then you turn around and make 
16 a fixed income consideration out of it. The other 

17| alternative would be to defend your position if you 

18 wanted to, I Will not say what I was going to say. 
19| The only impact would be to change the degree of the 
20 tax credits to the owner of this conduit, You would 
21)/ not make yourselfliable to a complete changeover, as 
22| is the case in this act. 

23 MR, STEWART: In your proposal 2 I think you 
24 Still retain the 25 per cent limitation. 

25 MR, CHIPPINDALE: I beg your pardon? 

26 MR, STEWART: In your proposal No. 2 you 

y/) retain the 25 per cent limitation? 

28 MR, CHIPPINDALE: If you will permit me I 

29 Will have to refresh my memory. 


30 MR, STEWART: I am referring to page 46. At 
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1} the bottom of page 46 you are dealing with unincorporated, 
2 and at the top of page 47 you are dealing with 
3] incorporated ones, You appear to contemplate in the 
4) first sentence of paragraph 82 that the 25 per cent 
5] Sross revenue from interest provision would still 
6] apply. 
rf THE CHAIRMAN: That is to compensate for the 
8| fact that they get the dividend quite irrespective of 
9| the diversity of the investments. Is that right? 
10 MR, CHIPPINDALE: Fundamentally I think the 
11]/ government put that restriction in that you could not 
12| claim more than a certain amount of your income from 
13] interest sources because they are allowing tax credits 
14) to flow through this funnel, and they are making a 
15] lot of reasonable allowances to maintain a defensive 
‘6 position. But it may be possible to earry a 2Q per 
cent dividend tax credit on the entire amount of the 
dividend paid by the company to its investor shareholders, 
If it is only going to be paying out interest there is 
no tax credit on interest. That is a fundamental 
principle, But they are making a reasonable allowance 
here while maintaining the principle of a dividend 
tax credit, 

MR, STEWART; We are trying to explore at 
the moment, Mr. Chippindale, the desirability of the 
present rules from the point of view of the people who 
invest in your funds. What I am trying to get at at 
the moment is whether this 25 per cent limitation over 
the average small investor in a mutual fund is a good 
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1 MR, CHIPPINDALE: I think I have answered that. 
2| We have found it so in the operation of our company , 

3} but there could be differences of opinion on that, 

4 MR, STEWART: Then could we move to page 13 

9] of your brief, paragraph 17. There you set out 

6] certain figures with regard to common stock investment, 
7| and I should like to refer to two of them. You say 

8] that at December 31, 1961, the investment in Canadian 

9]; common stocks was $465 million odd, and if I go back 

10] to page 6 I see that on that date your assets had a 

11] market value of $746 million. 

12 MR, CHIPPINDALE: Yes, 

13 MR, STEWART: I have made a rough calculation, 
14 and it seems to me that the common stock component of 

15) that $746 million was 62 per cent approximately. 

16 MR, CHIPPINDALE: On the basis of the figures 
17] on page 69 

18 MR, STEWART: Yes, 


19 MR, CHIPPINDALE: Yes, 62 per cent, 
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MR, STEWART: I observe on page 13 that at 


million, and from page 6 I observe that at that time your 
funds had a market value of $938 million. This, 
again, seems to be approximately 62 per cent, 

MR, CHIPPINDALE: Yes, 

MR, STEWART: So that on common stocks as 
percentages of the total market you appear to be 
reasonably constant on those two dates, Have you any 
figures relating to the non-Canadian common stock 
holdings on any of these dates? Have you figures as 
to the foreign common Stocks, other equities, Canadian 
bonds, foreign bonds, cash and so on? 

MR, CHIPPINDALE: I have not those figures 
available with me, sir, By deduction, of course, 
everything that is not in Canadian common stocks is in 
Canadian preferred stocks, foreign stocks and bonds. 

MR. STEWART: When you were required, in order 


So continue to qualify under Section 69, to achieve an 


65 per cent Canadian content, was it necessary for your 
funds to sell substantial foreign equities? 

MR, CHIPPINDALE: I can only speak for my own 
fund. Because of an unusual distribution by a big 
company in the United States of stock in anottr 
Company aS a taxable dividend, we found it necessary to 
Sell a modest amount of stocks so as not to get that 
dividend, yes, 

MR, STEWART: There are no figures -~~-- 

MR, CHIPPINDALE: We did not consider it to be 


any particular burden. 
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| MR, STEWART: There are no figures which would 
2] indicate whether the industry as a whole had to sell 

3| foreign stocks in order to qualify? 

4 MR, PETERSON: In my opinion, I think there 

5] would be some. 

6 MR, CHIPPINDALE: There are no figures to 

7) indicate that. There may have been others, but no 

8| Yigures are available. I would not have considered 


Q| that to be of vital concern, That was my impression, 


10 May I make an observation on that? 
11 MR, STEWART: Yes, 
19 MR. CHIPPINDALE: It is only the incorporated 


13] fund that we are concerned with, The 85 per cent 

14] provision at present does not apply to the 

15 Unincorporated funds. 

16 MR, STEWART: I am well aware of that. I would 
17] "ow like to move to page 14, Mr. Chippindale, where 

1igj ®t the end of paragraph 18 you say that your funds 

19|/ become more defensive in their investment choices in 
20 periods of high markets which is a further Stabilizing 
21| market factor. 

22 MR, CHIPPINDALE: That is correct. 

23 MR, STEWART: When we talk about stabilizing 
24] factors in the market I would like to be sure that a 
25] Understand what you mean, Is it broadly this, that 

26| your funds would tend to sell equities if the market 
27| sets too high, and that they would tend to come back 
28] into the equity market if they considered the market 
29] Was getting unduly low? 


30 MR, CHIPPINDALE; There are several different 
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means by which you can increase or decrease a defensive 
position in an open-end mutual fund. To begin with, 
you have new money coming in all the time, and if you 
Want to become more defensive, 211 you have to do is 
hold the incoming cash in the form of cash or fixed 
securities and that in itself increases your defensive 
position and reduces your common stock holdings. 

There are also means other then just buying 
bonds, Stocks have all kinds of gradations individually 
-- one or the other in their nature -- in the degree 
of speculation or investment. Let us take Bell 
Telephone, for instance, That is a highly defensive 
individual security. Thereforea fund might easily 
Say, "We are going to sell a steel stock", which might 
be highly cyclical, "in order to become more defensive, 
and put it into a utility stock like Bell Telephone". 
They can achieve it that way. 

It does not necessarily mean that you sell 
or buy anything. There are all kinds of means by 
which these things can be accomplished and are 
accomplished, For many, many years I cannot remember 
where we -- I do not want to say "ever", but very 
seldom ever had to sell stock to reduce our holding 
in it. We. just quit buying it. In the case of an 
Open-end fund it is easier with new money coming as 
If you do not buy them, you are automatically reducing 
your holding, proportionate to the total assets, 

MR, STEWART: I would like to read anothez 
extract from this Wharton Report, which is also from 


page 21 and has to do with the general question of 
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Stabilization through mutual fund activity: 

"In connection with the 
Stabilizing or destabilizing 
behaviour of mutual funds on the 
market -- that is, the extent to 
which the timing and pattern of 
their trading moderated or 
accentuated short-term price 
fluctuations, the relatively 
Stable inflow of money into these 
funds and their extensive use 
of limit orders, particularly 
by the largest funds, may be 
considered to exercise some 
Stabilizing influence, 

Thus their day-to-day and 
intraday net purchases do show 
Some tendency to counter the 
immediately preceding and 
concurrent Short-term price 
trends, but there is no 
consistent relation of these 
net purchases to month-to-month 
price trends. The funds showed 
Some tendency to trade with, 
rather than against, the trend 
in cyclical movements of stock 
prices, and this destabilizing 
behaviour seems to reflect 


discretionary action rather 
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than the automatic channeling 

of net inflow into the market, 

At turning points, the discretionary 

action of the funds -- except 

perhaps for the largest funds -- 

tended to stabilize at the lows 

and destabilize at the highs of 

the market." 

I might also read @ sentence from page 23 
of this report; 

"It is not possible to 

characterize the trading 

behaviour of mutual funds in 

naapense to prior to concurrent 

fluctuations in stock prices 

as preponderantly stabilizing 

or destabilizing, though there 

is Some evidence of a de- 

Stabilizing influence in price 

declines prior to the lows", 

Would you regard those comments of the 
Wharton School of Finance and Commerce as appropriate 
to Canada? 

MR. CHIPPINDALE: No, sir, I would not, 
Those are matters of opinion, of course, and I think 
I can show facts that would disprove them, 

MR, STEWART: On page 19 --- 

MR, CHIPPINDALE: Mr. Stewart, would you 
permit me just to elaborate on thet slightly? 


MR, STEWART; Yes. 


——————— 
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MR. CHIPPINDALE: I happen to have a case 
example on page 17 which has a bearing on what you 
asked me just now, 

That was in 1962, when the stock market 
both in the United States and Canada had probably one 
of the greatest declines in the reported history of 
the stock markets of that given period of time. This 
is not an opinion; this is a fact, 

In the case of my own company -- and I am sure 
it must have been true of others -- before the end of 
1961 we felt that the market was a littie high and we 
proceeded to increase our defensive position to the 
tune, let me say, of maybe $14 million in cash together 
with other defensive securities, 

MR, STEWART; That was very wise. 

MR. CHIPPINDALE: And that, I say, was a 
Stabilizing factor in the market at the time. We were 
not the type of investors who would just buy them 
because they were high. We were selling them and 
increasing our defensive position because we thought 
they were too high. That is what I mean by a 
Stabilizing factor in the market. We were not pushing 
it higher, If anything, we were tending to hold it 
down a little bit. 

MR, STEWART: May I just interject there. 

At the time you speak of, what was the aggregate 
market value of your fund? 

MR, CHIPPINDALE: Of my fund? 

MR, STEWART: Yes. 


MR. CHIPPINDALE: I cannot remember offhand -- 
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value changes every day -~ but somewhere in the 
neighbourhood of $140 million before the decline, and 
of course it declined when the market went down; it 
shrank. 

MR, STEWART: If you made sales of $14 million 
you would increase your defensive sesteree by about 
one per cent of the fund? 

MR. CHIPPINDALE: We made sales of $14 million. 
We already had a good defensive position because we 
had been worried about the position of the market 
before that, Our defensive position was about 20 
per cent of the $140 million, or $20 million in cash 
and government securities. 

MR, STEWART: Is it the fact tht by selling 
$1% million you would increase the defensive element 
by one per cent? 

MR, CHIPPINDALE: That is correct; and that 
has e stabilizing effect on the Cansdian market. 
$14 million of stock on the Canadian market has a 
Stabilizing effect on the Canadian market. I would 
like to finish my story while we are on this, 

MR, STEWART: Please do. 

MR, CHIPPINDALE: When this break occurred 
in 1962 to which I referred, after the advance got 
Well along we were able, as a result of having taken 
a more defensive position and having exercised 
Stability in the market at the top, to go in and 
provide a market at a time when it was in a critical 
price situation and there were not many buyers around 


at that time. 
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This is not theory, I was there doing it 
myself, and it certainly made a very valuable 
contribution to the liquidity of the Canadian stock 
markets and they would have been hit much harder than 
that if we and others like us had not been Willing 
buyers when people were getting panic stricken, 

That is wheat I meant when I advanced the 
Suggestion that these companies have a stabilizing 
effect in the market, They are value conscious, 

MR, STEWART: I do not know whether it is 
appropriate at this point to refer to page 19, but 
at the top of page 19 you refer to one fund which 
bought over $6 million of Canadian common stocks during 
the period of that short market break, 

MR, .CHIPPINDALE: That is right. 

MR, STEWART: Could you tell me what 
percentage of the assets of that fund $6 million 
represented? 

MR, CHIPPINDALE: At that time it was about 
$130 million. What would that be? 

MR. STEWART: Between four and five per cent. 

MR, CHIPPINDALE: Between four and five per 
cént. That may not be too material relative to the 
size of our fund, but it was very material to the 
Stock markets of Canada at that time, because nobody 
was buying, to speak of. 

MR, STEWART: As it turns out, it was very 
material to your shareholders? 

MR, CHIPPINDALE: It turned out to be very 


good buying. But that, I suggest, is a concrete 
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example in answering your question as oppesed to what 
the Wharton School said, which I disagree with as 
applying to Canada. 


MR, STEWART: I think you would concede that 


‘this study of the Wharton School is a very exhaustive 


and painstaking survey of mutual funds in the United 
States, would you not? 

MR, CHIPPINDALE: I do not want to get into 
& controversy about this, but I would say that some 
of us “have far more experience in this business than 
the authors of that report. 

MR, STEWART: Is it not the fact that the 
report is based, to a very considerable extent, on 
information received from between 150 and 200 practicing 
firms in the United States? 

MR. CHIPPINDALE: That is right, but it is 
written by people who are not experienced in the 
business. 

MR, STEWART: During, let us say, the last 
ten years in Canada has there been a period in which 
redemptions of mutual fund shares Substantially exceeded 
new purchases? 

MR. CHIPPINDALE: Not to my knowledge. If 
So, it would have been for an extremely short period. 
It has been the experience of my company -- which I 
have operated for thirty-one years and we have gone 
through the biggest world war in history, depressions, 
and all kinds of economic fluctuations -- (1) that we 
never had to sehel an underlying portfolio security to 


make a redemption; (2) the history of our fund is that 
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shares increase, people become more Willing to buy and 
do buy more in periods of market adversity than they do 
in buoyant markets. Apparently in buoyant markets 
people get impressed by the fact that probably they 
can get rich quicker, You certainly cannot get rich 
Quicker than in a mutual fund. In other words, they 
want something on balance that will give action. When 
you come to market declines, we have not experienced 
Substantial net redemptions in those periods. In fact, 
we have found an increased buying interest in the 
buyers of our fund in those periods. That hes been our 
experience, 

MR, PETERSON: May I just elaborate on that, 
Mr. Stewart, In my own case, we have three mutual 
funds and represent something in excess of 4O per cent 
of the assets of this industry, and our redemptions 
have been highest on rising markets and lower when 
the market is declining. But there has never been 2 
period when we have had to sell any security or 
liquidate to meet redemptions, and the sales have Always 
exceeded redemptions. 

MR, STEWART: Has there not been some 
concern in the financial security generally, Mr. Peterson, 
that if the small investors in the mutual fund were to 
lose confidence in the market or in the long term 
prospects at the time of a sharp break such as 
occurred in 1962, and proceeded to redeem their shares 


in Quantities, that far from having a stabilizing 


effect on the market, the mutuel funds might have, 


through forced sales in order to meet redemptions, a very 
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adverse effect on the market? 

MR, PETERSON: Obviously, if all the share- 
holders wanted to redeem, this would be 80; but as a 
practical matter it does not work out that way. It has 
never happened. 

MR. CHIPPINDALE: Just the opposite, 

MR, REID: May I make one observation on this 
point, Mr. Stewart? 

MR, STEWART: Yes, 

MR, REID: On the worst day of the 1962 
crisis we were rather heartened to find that there 
WasS not one Single share redeemed, This is 
Significant, It is the experience, I believe, of most 
of the funds in the industry that practically all 
redemptions have dried up during difficult periods. 
But, as Mr. Peterson observed, redemptions tend to 
increase when the markets are high, and decrease when 
the markets are unstable. 

MR, PETERSON: There is one further point I 
Would like to put on record, that in Canada there 
are no leverage funds being offered at the present 
time, This is a very important factor, People have 
Common stocks on margin, and when you have e decline 
they naturally become panicky. But they own these 
shares outright, In the case of a contractual plan, 
you might call it, the monies have been funnelled into 
the company and they are used to buy securities outright. 

MR, CHIPPINDALE: If I may interject, I am 
perfectly aware that there are many articles that have 


been written on that very subject. I used to have said 
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to me: "What will happen if some day all of your 
Shareholders come in and want their money?" I said, 
"About the same thing that would happen if all the 
depositors in any bank went in and wented their money. 
The same thing that would happen if all the policyholders 
of any insurance company died all at one time", The 
fact of the matter is, they do not do it. 

MR, STEWART: Now I would like to turn to the 
section of your brief which commences at page 29 and 
ask you one or two questions with regard to the 85 


per cent Canadian content clause of section 69, 
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On pege 32 of your brief you suggest that 
during the period from June 30, 1960 to June 30, 1963 
Ganadian stocks have outperformed United States and 
British stocks, Isn't that correct? 

MR, CHIPPINDALE: That is right. 

MR. STEWART: I imagine, Mr. Chippindale, 
that you know a firm in Toronto called Laidlaw and 
Company? 

MR, CHIPPINDALE: They are a U.S. firm 
primarily. They have a branch in Toronto. 

MR, STEWART: I should like to show you a 
table which has been prepared by Laidlaw and Company 
at my request which shows movements in the averages 
since 1945, The portion of this which is interesting, 
I think, is the portion at the bottom of the page, 
where they compare, first of all, movements in the 
Dow Jones industrial average ani the Toronto Stock 
Exchange old industrial average during certain periods. 
Then they also compare the performance during those 
periods of the Standard and Poors industrial index and 
the new Toronto stock exchange industrial index. The 
comparison in the latter case only goes back to 1954 
because, as you know, the new Toronto index has not 
been carried back beyond that date, 

I observe that in the first period which is 
dealt with from 1945 to 1963 the Dow Jones has out- 
performed the Toronto index slightly; but if you take 
the period 1954 to 1960 the Dow Jones outperformed the 
old Toronto index somewhat, and Standard and Poors 


outperformed the new Toronto index quite materially. 
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You will also see that from the end of 1960 
to the middle of 1963 the old Toronto index outperformed 
the Dow, and the new one outperformed Standard and Poors, 
and that if we take a period from the end of 1954 to the 
middle of 1963 the Dow outperformed Toronto, and 
Standard and Poors outperformed the new Toronto index, 

Would these figures seem likely to you to be 
correct, Mr. Chippindale? 

MR. CHIPPINDALE: I am not in a position to 
doubt their accuracy, but I should like to read 
paragraph 40 on page 31 of the brief, Mr. Stewart, 

That paragraph says: 
"Periods can be selected 

when foreign stocks outperformed 

Canadian stocks as well as 

vice versa", 

However, a good deal was heard about three years ago -- 
that is, June 30, 1960, which was a low point in the 
market -- condemning on a widespread basis investment 
opportunities in Canada and extolling the Virtues: .if 
you will, of the greater opportunities in other 
countries, That is the reason that those figures are 
in for that period, 

I. remember this very well. It shows that that 
proved to be wrong. 

Let mé just make this observation. Prior to 
World War II Canadian stock markets were much smaller. 
The numbers of shares in various stocks were smaller. 

We had a pretty large non-resident interest in our 


Stocks because of the glowing future for our country. 
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It was common in those days for any Canadian common 
Stock of a quality comparable, for instance, to the 
United States counterpart to sell on a much higher 
earnings times price ratio, AS an example, the old 
C.I.L,, which was jointly owned primarily by Du Pont 
and I.C.1I., could be compared with Du Pont Stock. 
Both are good stocks, C.I.L. used to sell at about 
twice the price to earnings ratio as did Du Pont. 

I would concede that perhaps they are of equal Voeue, 
but the..point was that there was at that time a lar ge 
scarcity value in the Canadian market relative to the 
investment demand, domestically and foreign, 

Now, Somewhere along the line, as Canadian 
common stock became more abundant -- and they have 
because I have figures here which show that net new 
issues alone have amounted to $336 million per annum 
for the last eight years, which is a sizeable sum of 
money in a country of this size. 

In addition to that, we have made large 
net repatriations from foreign owners of our stocks, 
Last year and this year that occurred, running well 
over $100 ateetonl ee years. The scarcity value in 
our market disappeared some time during the war or 
the early post-war years, to the point where I have 
figures here showing -- I did not select the stocks 
direct from the Toronto Stock Exchange, the industrial 
index, it is somebody else's selection, I have taken 
them from the Dow Jones industrial average. We took 
their closing prices on August 14th, just before the 


brief was filed, and divided them by the number of 
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Securities on the list. We took the latest 12 months 
earnings of those companies in both cases. When tT 

say 12 months I mean not on a calendar year basis but 
up to the 12 months preceding that date, This is page 
33 of the brief, 

We figured the price times earnings ratio on 
that basis, Those stocks in the Toronto area were 
selling at 16.4 times earnings. Dow Jones was selling 
at 19.5 times earnings. We did the same thing with 
dividends paid. The dividends paid in the latest 
12 months prior to that date, the average yield of 
Canadian stock wes 3.55 per cent, and the Dow Jones 
Stock was 3.19 per cent, 

What I am saying is that if you made this same 
calculation at any time during the thirties, the 
arithmetic would have been reversed with a much 
greater margin. We are more concerned with today and 
the future than the past, and I think that that 
indicates, or is one indication, that we have stocks 
in Canada relative to the demand in Canada, to the 
point where we are not pushing our prices? im the 
investment of savings in these stocks to levels higher 
than other countries. In fact, they are not as high 
as in the United States, which is the opposite of the 
position prior to the Second World War, 

MR. SWEWART: If I can go back to the table I 
have shown you, if we take, let us say, the situation 
at the end of 1959 where there was a close on the 
Dow industrial average of 679, and on the Toronto 


Stock exchange index of 530, and if we assume that at 
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that particular time a Canadian investor had the choice 
of putting $100.00 into the Dow Jones industrial 
average on the one hand, and into the Toronto Stock 
Exchange industrial average on the other, is 1t not 
also the fact that between that particular date and 
the end of June of 1963 the Canadian dollar depreciated 
from a premium of approximately 5 per cent in relation 
to the American dollar to a discount of approximately 
& per cent? If those figures with regard to the 
dollars are approximately correct, would it not be the 
fact that the person who invested in the American 
market would have had a further very considerable 
appreciation during that period of 34 years in terms 
of the Canadian dollar? 

MR. CHIPPINDALE: I cannot recall the correct- 
ness of those figures, The 5 per cent premium on 
the Canadian dollar was a peak. I do not know whether 
it happened then or not, but it was not a 5 per cent 
premium for very long. I do not deny that these 
figures work out both ways. You are presenting figures 
to me which work out one way, in just the same way 
as I am presenting figures which work out the other 
way. We could go on selecting periods on both sides 
indefinitely. It can be said that anyone who bought 
U.S. stocks have suffered a tax penalty. They did not 
€arn the 20 per cent tax credit from foreign 
purchases, But you can pick out periods like that, 
I do not deny, and we can go on for a long time picking 
out this period, that period, and the other period, 
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1 and part of the time the other is better, 
2 The main point here which we are making in 
3 the brief is that Canada is a young capital-hungry 


4 country. It is felt desirable by a lot of high placed 


. officials and other important people that we should 

6 have a greater ownership of Canadian common Stocks, and 
7 certain tax measures are adopted to try to encourage 

8 that position. I am one who has a vested interest, 

9 as I think every other Canadian has, in this country 

10 and I say that I can pick out periods and show you one 
11 thing and another thing, But lately, for example 

12 those three years, you would be much better off in the 
13 Canadian market, In some other periods you would have 
14 been worse off, 

15 MR. STEWART: What I am trying to do is to 

16 discuss with you whether or not this 85 per cent 

17 Canadian content rule is desirable in the interests of 
18 Canadian investors, and I have been attempting to lay 
19 a foundation for that, 

20 Now may I continue with one or two preliminary 
21 questions, You also point at the top of page 31 that: 
22 "Canada at this stage does 

53 not have as great a variety of 

24 equity issues available to 

25 investors as does the United 

26 States, nor do Canadian stocks 

27 generally possess as ready 

28 marketability as do stocks of 

29 Some of the very large companies 


30 | in the United States, ' 
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Is it not a fact that our Canadian institutions 
have been investing in foreign equities to an increasing 
extent? 

MR, CHIPPINDALE: Certainly not investment 
companies. I cannot Say for the other investing 
institutions because I do not know, I suppose that you 
are referring to trust companies or something of the 
kind. 

MR, STEWART: No, I am thinking not only of 
trust companies but insurance companies and pension 
funds, 

MR, CHIPPINDALE: I think that insurance 
companies are pretty well guided by their insurance 
liabilities, I am not sure that they are a free 
agent in their selection. They have to hold securities 


in the countries of certain policyholders to 2 certain 


amount, What was the other? 

MR, STEWART: Pension funds, 

MR, CHIPPINDALE: Pension funds which have 
total assets over $3 billion. One of the largest pools 
of savings in Ganada which have made annual accruals 
now ranging from five to six hundred million dollars 
both by way of payments into the plan as well as the 
income on the $3 billion, in more recent years have 
been increasing their purchases of common stocks, But 
they still only hold a minute portion of the total 
$3 billion in stocks, and I would guess, because they do 
not publish their portfolios either, that they invest 
more in Canadian stocks than they do in equities. 


MR, STEWART: That is not my question, Mr. 
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Chippindale, I base this question to some extent on 
the financial press. There have been articles in the 
financial press on this Subject, that to an increasing 
extent our Canadian institutions are directing their 
common Stock purchases to the United States. 

MR. CHIPPINEALE: Over what period of time? 

MR, STEWART: I am talking of a recent 
development. 

MR, CHIPPINDALE: I would think, although I 
cannot prove it one way or the other, but I am 
reasonably familiar, I think, with investment patterns 
and I know a lot of investors in this country of all 
kinds, that when the Budget brought down that tax 
factor -- I mean our Canadian Budget --~ part of it was 
later withdrawn -- I am referring to the question of the 
tax on purchases of Canadian stocks by non-residents, 
which you remember was last August -- I understand that 
that did accelerate interest in U.S. Stocks. But I 
have not got the figures, and I doubt whether any one 
has, Certainly it did not stop people entirely from 
buying Canadian stocks, That area is still uncertain. 
I do not think they are Serving the best interests of 
the Canadian economy, I know a lot of people who have 
bought Canadian stock in that period. It may prove 
temporary, I do not know, 

MR, STEWART; I should like to put this 
Question to you, Mr. Chippindale, as a representative 
of your Association, If the welfare of the shareholders 
of these mutual funds was the sole consideration, would 


you continue, if it was your choice, with this 85 per 
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cent requirement, or would you change it? 

MR. CHIPPINDALE: That is a very deep 
Question. When you say the sole interests of our 
Shareholders, I assume that you are thinking that they 
are Canadian, Is that right? 

MR. STEWART: Well, you tell us that they are 
predominantly Canadian, Let me make my point quite 
plain, I think that this is a fundamental question, 
and I put it to you that the management of these mutual 
funds, as the management in every company, should be 
thinking of these things, primarily at any rate from the 
point of view of the interests of their Shareholders, 

MR, CHIPPINDALE: Right, And there are a lot 
of other considerations, not just one. 

THE CHAIRMAN: I think you mean, Mr, Stewart, 
Mr. Chippindale and his associates in discharging 
their jobs as managers of these funds, You are not 
giving any wider connotation to it, are you? 

MR, STEWART: No. 

MR, CHIPPINDALE: But it automatically 
involves this, If their company is not serviced 
properly in its fundamental requirements we all suffer, 
even our shareholders and others, So I do not think 
you can completely dissociate what are the best 
interests of Canada from the people of Canada, and so 
on. If all the people in Canada decided to export 
their capital, have you any idea what would happen in 
Canada? I think this is one broad question. I 
Purther say --- 


MR, STEWART: May I just interrupt you for a 
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moment and put my question somewhat Gifferently. 1f 
you in your capacity as manager of one of these funds 
were given the right to draw section 69 of this Act, 
would you put that 85 per cent requirement in there? 
MR. CHIPPINDALE: Assuming I were given free 
option. It is a big thing, but I would not have it in 
there, of course, I should like complete freedom to 


do anything I wanted to do at any time. 
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But it is not that simple a world, is 1t¢@ In this 
brief we say. that at. is apparently the present policy . 
of the government to have it at 85 per cent. I have 
raised the question there that maybe it would take a 
little more than that, so long as Canada remains a 
capital hungry country, We think the principle is 
sound, whether it is 15 per cent or 20 per cent. That 
is open to debate, 

If we get what we are asking for here, that 
will be removed automatically because then every company 
Will be able to consider what it wants to do without 
meterence «totthatz 

MR, PETERSON: I would like to comment, 
Speaking for the investors' group, that there have been 
times when we would have liked to see a higher rate than 
15 per cent, in the interests of what we think are 
investment considerations. 

AS you know, diversification is one of the 
best features of mutual fund investing, and in this 
country we do not have as wide a diversification as we 
Would like to see it, in certain areas. Theres. .is 
also the matter of liquidity. You have a bigger 
market in New York, of course, than you have in Ganada. 
Those are two considerations that we think are 
important. To answer you specifically, speaking for 
our group we would like to see that increased CO, Say, 
20 per cent or Something like that, 

MR, STEWART: Would you consider that if it 
were increased to 20 per cent, that would be adequate? 


MR, PETERSON: When you say "adequate", it is 
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difficult to answer you categorically, but it would be 
an improvement. It would be, we think, a step in the 
right direction as far as investment management is 
concerned, 

MR, REID: May I make an observation, Mr, 
Chairman? 

THE CHAIRMAN: Yes, 

MR, REID: Again I come back to the conduit 
of investment trust, We have no problems in any of 
these areas because our income is transferred directly 
to our shareholders in the state it is received, So 
we have, as trusts, no limitations imposed upon 
corporations. 

I think probably what Mr. Chippindale has 
Suggested to the Conte aici that if this treatment 
could be applied to all investment funds, whether 
incorporated or otherwise, it would be the most 
desirable, because it would give us the freedom to work 
in the best interests of our shareholders at all times 
Without forecasting a limitation we might require in 
1972 or 1985. We cannot look ahead even six months 
and say what is the best proportion to have in stocks, 
bonds, foreign Securities, or in cash, so this is a 
day-to-day consideration. 

The most desirable thing is complete 
flexibility in management, leaving it to the Judgment 
of the investment managers to decide what is the best 
move to make in the interests of the shareholders. 

But Mr. Chippindale also pointed out that it seems 


desirable to encourage the broader ownership of Canadian 
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equities, and hence in his submission he has gone along 
with the opinions of our government in wanting to keep 
as much capitel in Canada for investment in Canadian 
equities and for the repatriation of Cenadian equities, 
Did I say that correctly, Mr. Chippindale? 

MR, CHIPPINDALE: Yes. 

MR, STEWART: Mr. Reid, I do not want to ask 
you for information which is not published information 
with regard to your funds, or which you do not wish to 
disclose. But so far as your funds are concerned which 
operate on this trust principle, would you in fact come 
within this 85 per cent requirement? 

WR. REID: At the present time, yes; and I 
think substantially at all times since we have been 
operating. We have latitude in investing in the United 
States, or Europe, or in the Orient. Our considerations 
are based entirely on what we believe to be in the best 


interests of our shareholders, without any hindrance 


ep) 


I subscribe to the support of Canadian equitie 
By investing in the senior securities you release 
capital to other independent investors to support the 
secondary industries. Mutuai funds by their very 
nature must have liquidity and we must invest large 
amounts in individual securities. 

Thus we have to stay pretty well in the 
Senior, blue chip type of securities of Canada. This 
creates somewhat of a scarcity. So we feel that by 
investing in the senior securities this releases 


capital for the support of the purchase of secondary 
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industries, those of a more junior nature, and this 
contributes to the broader public ownership of Canadian 
equities. 

MR. STEWART: So you consider that in this 
particular fashion the government is entitled to 
impose some restriction on the free flow of investment 
capital? 

VR, REID: Of course, Mr. Stewart, the 
government is entitled to do anything it desires in 
its judgment, 

MR. STEWART: Perhaps I should say that it is 
desirable that this restriction should be imposed? 

WR. REID: I think the prudence of management 
is in the exercise of a sensible selection. ewer nou 
think that the imposition of a limit is generally 
necessary in our business, 

Let us put it this way. If Canada became 
unattractive as a field of investment, I am sure we 
would prefer capital performance or capital security 
ahead of any tax advantage, even if it meant losing 
a good proportion of the income in the payment of 
tax, 

We would much prefer to secure the capital 
assets of our shareholders, But it does seem to be 
unfair to impose something that may work to the 
disadvantage of shareholders of investment funds when 
the managers are working in the best interests of the 
Shareholders, 

WR, STEWART: This is what I am trying to 


get at, because in so far as this Commission is concerned 
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this &5 per cent limitation is simply a fact. It has 
been introduced by the government in its Wisdom, but 
that in no sense binds the Commission. If we look at 
it from the point of view of the long term interests of 
investors in Canada, the small investors that you 
people attract, is it a good thing to have? 

THE CHAIRMAN; When it suits you, Mr. Stewart, 
I would like to break, and very soon. 

VR, STEWART: Mr. Chairman, this is as good 
a time as any. 

THE CHAIRMAN: We will return at 2:15, if that 
would be suitable, Would you think that your examination 
might continue for an hour or so with these gentlemen? 

MR, STEWART: I would hope, not more than an 
hour, Mr. Chairman. 

THE CHAIRMAN: The next group would therefore 
Start at about 3:15, and from my review of their 
Submission I would not think that would take much more 
than three-quarters of an hour. 

Mr, Bennett, you might ask them whether that 
Suits them or not, If not, we might make an adjustment. 

MR, EMORY: That is quite suitable to us, 

Mr. Chairman. If we may, we would like to sit in for 
the remainder of this brief, because it is of 
considerable concern to us. 

THE CHAIRMAN: You do not mind weiting until 
then? 

MR, EMORY: Not teks Least, Bin. 

THE CHAIRMAN: Very well, we will stand over 


until 2:15. 
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o~—~On wesuming at 2215. o'clock p.m. 

THE CHAIRMAN: Mr, Stewart, where were we 
at? 

MR, STEWART: I was just about to start ona 
Somewhat new tax, Mr. Chairman, 

THE CHAIRMAN: Very good. 

MR, STEWART: Gentlemen, I would like now to 
discuss with you the present treatment of companies 
under Section 69 and then go on to contrast that with 
the conduit system you propose as an alternative; and 
I think I would like to ask you to consider this 
particular situation: Let us suppose that we have a 
mutual fund and that one particular shareholder's 
portion of the pre-tax income of that fund is $100.00, 
and that $80,00 of the $100.00 represents income from 
the taxable Canadian corporations, and $20.00 of the 
$100.00 is other types of income. 

I would like, in this hypothetical case, to 
assume, as well, that the effective rate of tax -- 
personal tax -=- payable by this particular shareholder 
is 25 per cent. 

Now, as I understand the present operation 
of Section 69 the $20.00 is taxable to the corporation 
at 21 per cent, 

MR, CHIPPINDALE: Right. 

MR, STEWART: So that the tax on this $20.00 
payable by the corporation would be $4.20; is that 
agreed? 

MR, CHIPPINDALE:; Yes. 


MR, STEWART: And, we will further assume 
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that this particular mutual fund distributes all it 

has available for distribution in the way of after tax 
income, and I think, therefore, that the amount it has 
available will be $95.80 for this particular shareholder; 
this being the $100.00 less the $4.20, 

Now, we have assumed that his effective tax 
rate is 25 per cent, but he has 20 per cent dividend 
tax credits on the whole $95.80; so that the tax he 
pays on the $95.80 would be 5 per cent of that amount, 
or $4.79. Can we agree on that figure? 

MR. CHIPPINDALE: Yes, I think that follows. 

MR, STEWART: So that the total amount of 
tax paid by the corporation and by the shareholder on 
this $100.00 is $8.99, 

Now, if that is the present position --- 

THE CHAIRMAN: I am sorry; the 5 per cent -- 
you say he had been taxed at the 25 per cent rate? 

MR, STEWART: I have assumed that he would 
have an effective rate of tax of 25 per cent if it were 
not for the dividend tax credit. This brings it into 
the upper range of income groups which Mr. Peterson 
referred to. This is just an example. 

Now, I am going to ask you to consider this 
Situation in the first instance from the point of view 
of the Canadian government. Let us ake, first “ef art, 
interest income for this mutual fund as from Canadian 
Sources, The Canadian government imposes a 21 per cent 
tax, and if the fund then distributes the remaining 
79 per cent of the interest the shareholder gets a 


credit of 20 per cent of the 79 per cent, which 
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represents 15.8 per cent of the original amount, 

MR, CHIPPINDALE: I am getting a little bit --_ 
If I understood you correctly -- and I may be wrong -- 
under your original Supposition the company paid a 
tax of $4.20. ‘This left $95.80; and he would be 
entitled to 20 per cent credit on the entire $95.80; 
is that correct? 

MR, STEWART: Yes, Let us take the $20.00, 

I will rephrase my last question so that it relates 
only to the $20.00; and I am further assuming that the 
$20.00 is all interest from Canadian sources, 

MR, CHIPPINDALE: Well, it wouldn't make any 
difference whether it was all interest from Canadian 
sources or from dividends, 

MR, STEWART: It is going to make a difference 

to me, Let us assume that the $20.00 is all interest 
from Canadian sources, 

MR, CHIPPINDALE: Mm-hmm, 


MR, STEWART; The government, as we have 


agreed, will take $4.20 in the way of tax. Now, then, 
the remaining $15.80 is distributed and the government 
allows a 20 per cent credit on the $15.80, which is a 
credit, according to my calculations of $3 16% 

MR, CHIPPINDALE; Right, 

MR, STEWART: Which is a Substantial portion 
of the $4.20; in fact, it is 75 per cent. 

Now, I will assume, if I may, Mr. Chippindale, 
that this interest income came from foreign sources, 
or, if you like, that it represents dividends on the 


foreign shares; so we have $20.00 of that type of 
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income which, again, the government takes $4.20 in tax, 
However, if we assume that this is American income, 
the American government will have deducted 15 per cent -- 

MR, CHIPPINDALE: Right. 

MR, STEWART: -- of the $20.00, which is $3.009 

MR, CHIPPINDALE: Yes, 

MR, STEWART: And the Canadian government will 
have to give a credit for that; so that its $4.20 
shrinks to $1.20, It then, as I understand 1; 
proceeds to give dividend tax credit in respect of 
that income equal to $3.16; so that if my understanding 
of the operation of this System is correct, the 
government has netted $1.20 and it has permitted the 
Shareholder a credit of $3.16. 

Nov, I would now like to come for a moment 
to your conduit system --- 

THE CHAIRMAN: This illustration is in respect 
of their proposal No. 2? 

MR, STEWART: No; I am really back to an 
earlier stage in this submission where they discuss 
the present taxation of these incorporated funds and 
G0 on to indicate thet they think the conduit system 


is a better system -- a preferable system, This, as I 


Say, iS a general principle which they enunciate 
carlier in the brief before they get on to their 
Specific proposal, 
THE CHAIRMAN: This is not the conduit system? 
MR, STEWART: What we have been discussing 
So far is the present system, and now I would like to 


come to the conduit system for a moment to make sure 
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that we understand each other on the conduit system, 

THE CHAIRMAN: Thank you, 

MR, STEWART: We will take our same company 
With this pre-tax income on $100.00, $80.00 of which 
is non-taxable and represents dividends from residential 
Canadian corporations and $20.00 of which represents 
other income. Under the conduit System the corporate 
tax, Mr. Chippindale, would be Hie ¢ 

MR. CHIPPINDALE: Would be what? 

MR, STEWART: Would be nothing -- the corporate 
tax? 

MR, CHIPPINDALE: The income is allecated to 
the shareholders and taxed in their hands as such, 

MR, STEWART: In the case of our hypothetical 
Shareholder who has an effective rate of tax of 25 per 
cent, when we deal with the $80.00, which is the 
portion which relates to income from taxable Canadian 
companies, his effective rate of tax on the $80.00 is 
5 per cent <= namely, 25 per cent, which is his normal 
Tate, less the 20 per cent dividend tax credit, 
According to my calculation 5 per cent of $80,00 is 
$4.00; is that right? 

MR. CHIPPINDALE: $4.00 or $40.00 --~-9 

MR, STEWART: $4.00, 

MR. CHIPPINDALE: Yes, $4.00, 

MR, STEWART: Now, on the other portion of 
$20.00 our friend is taxable at 25° per centis and 
according to my calculations 25 per cent of $20.00 
is $5.00? 


MR, CHIPPINDALE: May I just ask you, the 
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$20.00 we are assuming now to be Canadian funds, not 
foreign income? 

MR, STEWART: We are Starting with Canadian 
interest, We have $5.00 there. 

MR, CHIPPINDALE: That is right, 

MR. STEWART: The total of the $4,00 and the 
$5.00 is $9,00, 

MR, CHIPPINDALE: Wait a minute. The $5.00 = 
I ama little lost here, I have a total of four and 
one and five, 

MR.STEWART: No; I have a total of four and 
Taive:; 

MR, CHIPPINDALE: Under the conduit system 
the man would receive $100.00, There would be no tax 
have to be paid; and on this he would be taxable 
at 25 per cent, which would be -- what -- 25 per cent 
would be $25.00. 

MR, REID: The shareholder receives ninety-one., 

MR, CHIPPINDALE; $25.00; and he is entitled 
to a dividend tax credit of 25 per cent of SO per cent 
Which is $16.00 (sic); and he would pay a tax of $9.00. 

MR, STEWART: So that under the conduit 
System Her Majesty receives $9.00 in this particular 
illustration, whereas under the present system she 
Will receive $8.99, These are pretty close --- 

MR, CHIPPINDALE: I suggest that what is 
involved is revenue to the government one way or the 
other, 

MR, STEWART: Now, let me just put it this 


Way, that so far as this particular shareholder is 
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concerned, it doesn't really make much difference 
whether he proceeds under Section 69 or proceeds under 
your conduit system? 

MR, CHIPPINDALE: It would appear so. 

MR, STEWART: Now, let us take the shareholder 
who is not taxable at all. Under the present system 
the tax payabie by the corporation is $4.20. 

MR. CHIPPINDALE: Right. 

MR. STEWART: On an amount of $100.00? 

MR, CHIPPINDALE: Right. 

MR, STEWART: Now, this $100.00, I would 
think, might represent the dividend payable on an 
investment of $3,000.00, 

MR, CHIPPINDALE: That would depend; that 
varies, 

MR, STEWART: Let me put it this way, Mr. 
Chippindale: If you have that investment of $3,000.00 
and receive dividends from a mutual fund of $100.00 
this is a return of 3-1/3 per cent? Is that fairly 
close to the mark? 

MR. CHIPPINDALE: I would say it is close; 
it is 3-3/4 per cent -- 34 to 4 per cent. 

MR, STEWART: In other words, it is not far 
off; and under the present system on this $100,00 
there is a tax of $4.20. Under your conduit system 
there would be no tax at all? 

MR, CHIPPINDALE: That is right; thus the 
Shareholder is penalized unnecessarily. 

MR, STEWART: And he is penalized to the 


extent of $4.20 on an investment of $3,000.00, which, 


bainboase Aas ia ae ae ie, SHAVERS _#e ™ 
Coe awsome ‘baa ope yite Te) wldaxat ton ote | 
| < soe, ae ae bok sdmmenel ett eet drsiahe neo mt 
Wi M4 » eagam PRINCE 
aa Sgte ‘to Temme te 0  CRAAWHPE aN 
tata A nase HER Fat 


bivoe ¥ .OO.g aden wom” x MAAR am a 


) te oda Saghtvt® sao réeaergen vaate eee 


" 
' {00 COD, EG ‘la tesedeevel 


—— 


1A? shoodeb btpew one a Mine TaD Ae ae 


ey eT 


| soLrar’ se 
wh .vew whee oD Say. oe Gad 1 VRAWATS “eM 


OU 090.28 Yo Mrewtewtet tet etd ouy tiv Gerssabqyeee 


| 50 OL. to On, teat @ sont shrebIvie eel soes bana 
vi 124%. ems- at ‘Seaoe ‘tory EN LAP le (iussSse a Bt Bing 


7 
Tvaem aft oF stele 

(ngots, @h 0% Uae, Linde’ to" empAGd4 CAD fi 
| | tinea 8 it HE), ovis mri “ag *\ Fae aL aa. 
l v 
DAT Gen af 24 .noVae TES al ‘TAL wWata A “| 
| cy Og es elsd Ne wareve tayveuty eng cobree Hus 04 
meicke *hubimo tucy tebot O88 lo x87 2 4! — 
| ‘iis #8 2A? of sd hives onde t 
oy uri? qiplyie a2 onde eeeACMINURD Re 
tL tres sobnaet beatbeneq al sebioder ty 

} 


oat peat panel af ef hed eTHAWHTA . 0. 


ote .G0,000. 08 to iad ce oe O8,4¢ 26-4 


ANGUS, STONEHOUSE & CO. LTD, 


TORONTO, ONTARIO 8259 


again according to my mathematics, is roughly one-seventh 
of one per cent of his investment, 

MR, CHIPPINDALE: That is correct, 

MR, STEWART: And your $3,000.00 man is your 
average investor? 

MR, CHIPPINDALE: He is average; but there are 
all kinds of variations within - average, 

MR, STEWART: But surely you would not suggest 
that a difference in return of one-seventh of one per 
cent is a significant return to the small investor? 

MR, CHIPPINDALE: If I were a $3,000.00 man 
I might consider that that was e valuable amount to me. 
Parliament had already determined that he shouldn't 
be paying tax; Parliament has said that this particular 
person was not required to pay tax, and in this way 
he is required to pay a portion of tax that shouldn't 
be berne by hin: 

MR, STEWART: So that for the average shere- 
holder if the return -- the after-tax return -- changes 
from 3.3 pér céntvte 3.15 per cent thia is very 
Significant? 

MR, CHIPPINDALE: Over a period of time it is 
Quite a factor. 

MR, STEWART: You think it would appreciably 
affect the sales of a mutual fund? 

MR, CHIPPINDALE: I think it would 
appreciably affect the income and capital of an 
investor over a period of time, 

I think it has been -- just as an example -- 


that over the long term, income and compounded income -- 
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there was a very well known life insurance expert who 
said: "Give me the difference between 2 34 per cent 
return annually and a 4& per cent return annually for 
three years and you can have the principal." cc 16 +s 
very important factor. It may not seem to be so very 
important, but over a period of time it accumulates. 

MR, STEWART: And you maintain the position, 
then, a one-seventh of one per cent difference in 
return is a significant difference? 

MR. CHIPPINDALE: Well, I am just suggesting 
that it is not necessary to penalize this person -- this 
person that Parliament has decreed should not be taxed. 

MR, STEWART: When you say that Parliament has 
decreed already that he should not be taxed, are you 
referring to the fact that at one point he was not 
taxed? 

MR. CHIPPINDALE: I am referring to the fact 
that you said that the person wes not taxable; and thus 
Parliament had said he shouldn't be taxed, presumably. 

MR, STEWART: He is not taxable on his 
personal income. I am trying to take the extreme case 
of ean individual whose exemptions exceed his income. 

MR. CHIPPINDALE: On the basis of laws passed 
by Parliament. 

MR, STEWART: Yes. 

MR. CHIPPINDALE: Right. 

MR. REID: May I interject? I think it is 
rather er ee that 3 retired investor, a man 
aged 65, can have approximately $12,000.00 of income 


and attract only the old age security tax of $90.00; 
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So that the effect on him would be more substantial 
than in the case of the hypothetical one having $100,00 
of income, At $12,000.00 versus $100.00 the percentage 
would have some significant value to him, 

But basically, Mr. Stewart, I think there 
is a principle here involved rather than a fraction 
involved; and we maintain that what is available to an 
invester under one form of investment trust should be 
available to an investor under another form of 
investment should be available to an investor under 
another form of investment, because the principle of 
service provided is identical, 

MR, STEWART: Yes; I appreciate that, Mr. 
Reid, What I am trying to find out at the moment is 
how much hardship the present rule imposes on your 
average investor, and at the moment, if we take an 
average investor in one of your funds, one who has an 
income of, perhaps, $100.00, only a small fraction of 
which will be from interest income, I have not been 
able to convince myself that there is any great 
hardship under the present rule. 

MR, REID: Don't you think it is a matter of 
principle? As to the degree of hardship, whether 
it is significant in one case or not, it is significant 
in another, I think it is a matter of principle. 

THE CHAIRMAN: That is another point, Mr, 
Reid. Mr. Stewart is trying to get at one point here -- 
that is, the degree of hardship, and he is pressing on 
that point. Don't take him away from that. We will 


come to the principle afterwards, 
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MR, REID: Iam sorry. In the case of the 
investor with $12,000.00 of income where the attraction 
of tax is at a minimum,this percentage could be a 
disadvantage. I don't know whether it would be a matter 
of a hardship, or whether he would be able to eat less 
well, but it would be a hardship to a degree -- that 
this otherwise was not available to him and it could 
be available to him otherwise. It might just make the 
difference of his selecting another mutual fund then 
the one he was considering. 

MR, STEWART: But so far as investment funds, 
or mutual funds, generally are concerned, this case is 
not the typical case? 

MR, REID: No; we don't represent the bulk of 
the industry, 

MR, STEWART: JI beg your pardon; I mean thet 
the open-end mutual fund doesn't have this type of 
person es a typical investor? 

MR, REID: Not as an average investor, 

MR. CHIPPINDALE: Mr. Chairman and Mr. Stewart, 
if I may simply interject at this point, we have carried 
through one hypothetical case, and there can be probably 
a thousand factual variations within companies, and of 
the 300,000 shareholders we can't possibly prove this 
that and the other on looking at them; but in the two 
cases we have taken, the revenue to the government in 
the first instance was one cent different from $9.00; 
the second example resulted in a situation that the 
Shareholder paid tax when Parliament had decreed that 


he should not be paying income tax. 
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If I may, I would like to read this. I don't 
Want to encroach on your time --- 

MR, STEWART: It is not necessary to read 
it, if you would just direct us to the section you have 
in mind. 

MR. CHIPPINDALE: Well, I would like to 


direct your attention to Section 53 on page 39, 
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MR, STEWART: This is a section where you 
Suggest that there is discrimination as between different 
types of investments? 

MR. CHIPPINDALE: Yes. We say that it may be 
relatively small but nevertheless it is very unfair 
and irritating. 

MR, STEWART: All right, 

MR. CHIPPINDALE: If I may just make this 
Statement, in section 69 it appears to have been the 
intent of the government to collect at the corporate 
level of taxation non-Canadian dividends, Originally 
the tax was 20 per cent, the same rate as the combined 
income tax and old age pension tax, But when the old 
age pension tax was raised from two to three it made 
the effective rate 21 per cent, The basic intention 
was to collect from the corporations at the corporate 
level the tax which the shareholders were gaining on 
investments, But the trouble is that that was applied 
to all the different kinds of Shareholders, particularly 
the smaller and the older people who would not be paying 
tax otherwise, They are being unnecessarily penalized 
to somebody else's advantage who probably is not 
entitled to it. 


THE CHAIRMAN: It seems to me that Parliament 


has decreed that under the circumstances it be a tax 
Which should be imposed, You say that because it is 
&@ conduit Parliament did not intend that they should 
pay that tax. Parliament simply said that if these 
People have a small income below the exemption level 


and did not have anything to do with an investment 
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company, that they would not pay tax. Parliament also 
Said that when they do have something to do with an 
investment company they should pay tax, I do not know 
why Parliament changed its mind, but I do not think 
that you can put the first decision against the second 
decision, or the second decision against the first 
decision. I think they are two Separate decisions by 
Parliament, 

MR, CHIPPINDALE;: Well, we have the un- 
incorporated companies, That is an example of where 
these credits flow through. In 1946 the tax laws of 
Canada were such that incorpa ated companies who 
complied with the provisions of the Act were completely 
exempt from the Income Tax Act, When the question of 
the dividend tax credit arose a lot of thought was put 
into this over a period of time to try and find some 
equitable and simple way for the incorporated company 
Shareholders, on the average, to be in about the same 
position as the unincorporated shareholders. 

THE CHAIRMAN: Yes, we understand all that. 
That is in your brief, 

MR, STEWART: I should like to come to your 
Proposal No. 1, which begins on page 40. I do not think 
I need deal further with paragraph 1, in which you 
Suggest that the conduit principle should be applied, 
or with paragraph 2 which deals with the flow through 
of tax credits, because we have discussed that, 


In paragraph 3 you make the further suggestion, 


Which is that dividends which represent a distribution 


of capital gains or return of capital should be non- 
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taxable to Canadian residents who are shareholders, 
Would you suggest that the rule which applies to mutual 
funds in this connection should be any different from 
the rule which applies to other corporations? 

MR, CHIPPINDALE : Yes. These are capital 
gains, and this suggestion is based on the fact that 
the unincorporated funds today can aiways do just that. 
It is just to make them uniform when they are operating 
the same business, 

MR, STEWART: But the other type of 


organization, if I may say so, does not do just that, 


because the capital gain in the case of the uninc or porate: 
fund is not the gain of the corporation. Nor is the 
capital the capital of the corporation. 

I am putting this to you, that if any ordinary 
corporation cannot distribute capital gains free of 
tax or cannot return its capital to its shareholders 
without complying with the reduction of capital 
provisions and the consequent tax provision, there would 
have to be a very compelling case indeed for 
distinguishing between one of the mutual funds and these 
other types of corporation, if we were going to give 
your type of corporation benefits which other 
corporations do not have, 

MR, CHIPPINDALE: They already have 
Substantial benefits compared with other corporations, 
That was determined years ago under Section 59, is it? 
They already had been considered to be under present 
tax legislation as conduits of this nature, and their 


tax position is vastly different from an ordinary 
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business corporation. 

MR, STEWART: But under the present 
legislation they certainly have a favoured position, 
primarily because they pay tax at 21 per cent rather 
than 52 per cent or whatever it may be. But your 
funds over a period of years presumably may realize 
very substantial capital gains. If an ordinary 
corporation distributes a capital gain by way of 
ordinary dividend, its shareholders are taxable on 
that dividend, If an ordinary corporation makes a 
return of capital to its shareholders -- I am talking 
now about common share capital -- it must reduce its 
capital, and if at the time it does this it has 
undistributed income, its shareholders are taxable 
on their portion of the undistributed income. 

MR. CHIPPINDALE: But not on the capital in 
those circumstances. Is that correct? 

MR, STEWART: No, I am afraid that is not 
correct. If an ordinary corporation at the present 
time chooses to reduce its common shares at a time 
when it has undistributed income on hand, then its 
Shareholders are subject to tax on their portion of 
the undistributed income. 

MR, CHIPPINDALE: But not the capital that 
might be involved in the reduction of capital. 

MR, STEWART: But they are all the same 
dollars, All they get are dollars. 

MR, CHIPPINDALE: If I may suggest, mutual 
funds distribute this income every year in full. or 


most of them do, 
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MR, STEWART: Is there anything to prevent a 
mutual fund, if it has no undistributed income, from 
declaring a dividend in the amount of its realized 
capital gains, and paying a stock dividend in preferred 
Shares, which it then proceeds to redeem free of tax 
in the hands of its shareholders? 

MR. REID: If I may say so, Mr. Chairman, I 
Set up a company to do just that several years ago, and 
¢ach year it pays out 100 per cent of its earnings, and 
then has its special preferred shares that are 
distributed and redeemed almost Simultaneously. It 
achieves the distribution of capital without attracting 
the tax in the hands of the shareholders. But this 
is complex. In a sense it is like Sawing sawdust, 

In the case of an investment trust we have no problem 

in achieving this. It is done so simply that certain 

provisions have been made under the Income Tax Act to 

make the function of an investment fund as close to 
and 

a conduit as possible ,/it would seem practical and 

desirable to find some measure to provide the same 

for an incorporated fund, 

MR, STEWART; Well, I am trying to emphasize 
that this would be a radical departure from the 
principles which are applicable to other types of 
corporation, 

MR, CHIPPINDALE: May I suggest that that is 
already inherent in this type of company, and already 
recognized in the tax law as a principle. All we 
are asking is that people in the same business, one 


acting as an unincorporated trust and one acting in 
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incorporated form doing the same business, should be 
treated in the same way for tax purposes, 

THE CHAIRMAN: It is not right to say, is it, 
that the main difficulty with regard to a corporation 
in permitting such a tax free distribution is that 
before you could get capital gains out of it you would 
have to take out all the undistributed income? 

MR, STEWART: In a case of an ordinary 
corporation that is true, Mr. Chairman, 

THE CHAIRMAN; In this case they do not pay 
any because it has gone, 

MR, STEWART: It may vary to some extent 
from company to company, but I do not think they 
distribute all of it. 

THE CHAIRMAN: I made a careful note at the 
beginning as to what the distribution is and as to how 
they get it. The unincorporated ones assume it like 
a partnership would, 

MR, STEWART: Can you expand on that, Mr. 
Chippindale, and say whether your members do in fact 
distribute all their earnings after tax? 

MR. CHIPPINDALE: I can say that the law 
requires the distribution of 85 per cent, and as a 
matter of practice I do not know of any company -- this 
is an open end mutual fund we are talking of now -- 
that does not distribute all its income every year 
Within a minute fraction. It is the intention to 
pay it all. In actual operation perhaps you pay out 
a little more than that, but as a general principle 


the open end mutual fund pays out all its income each 
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THE CHAIRMAN: Do you intend that the share. 
holders shall be taxed on all the income that has been 
received, whether or not you have precisely distributed 
it during the year, just in the same way as an 
incorporated fund? 

MR. CHIPPINDALE: That would require a full 
distribution of earnings. 

THE CHAIRMAN: The tax department would not even 
be concerned with regard to how much you had paid out 
because they would be taxed as though they had been. 

MR, CHIPPINDALE: Yes, but it is the practice 
of a mutual fund to pay out all its income. 

THE CHAIRMAN: That is what is intended by this, 
is it? 

MR. CHIPPINDALE: Yes, It was my understanding 
when the law was passed that the reason it was not put 
at 100 per cent but at 85 per cent was in order 
to allow for unforeseeable contingencies in the area 
of the manner in which portfolio companies might 
declare a dividend. For instance, many years ago 
International Harvester Company, being a United States 
corporation where the tax laws are different, sent a 
report to shareholders in about the fourth month before 
the close of the fiscal year which simply said that 
they capitalized some Surplus last year, Under our 
tax laws at that time that was deemed to be income and 
no one knew anything about it, That margin was put 
in there to allow for such unforseeable contingencies, 


With the expectation that a full distribution would be 
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THE CHAIRMAN: I am saying that there would 
be no such provision in the law, There would be no 
85 per cent, no 95 per cent and no 100 per cent, There 
would be a provisions similar to that covering personal 
corporattions, that the income is deemed to be 
distributed, 

MR, CHIPPINDALE; Right. 

THE CHAIRMAN: And your information on returns 
would be deemed as though it had been distributed, 
Whether or not you paid it out, 

MR. CHIPPINDALE: Yes, that is so. That 
would put the onus on the corporation, of course, to 
distribute it. 

MR. STEWART: As I understand proposal No. ple 
the essential difference between it and proposai No. 1 
is that the recipient of the dividend from the mutual 
fund would be entitled to the 20 per cent dividend 
tax credit, not just on the portion of his dividend 
Which can be regarded as a flow through of dividends 
from taxable Canadian corporations, but on the whole of 
the dividend, no matter what the nature of the underlying 
income was, 

MR, CHIPPINDALE: That is correct, 

WR, STEWART: So that if I put this case to 
you aS a possible case, if we assume that a particular 
mutual fund in 1954 has non-Canadian equity income, or 
non-Canadian income --- Lt am sorry, I will rephrase 
that question. Let us assume that we have a mutual 


fund which has income from taxable Ganedian corporations 
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amounting to 60 per cent, This is assuming that these 
are common stock dividends, 

MR, CHIPPINDALE: From Canadian companies, 

MR, STEWART: Yes, 

MR. CHIPPINDALE: That is $60.00 out of 
$100.00, 

MR. STEWART: Yes, $60.00 out of $100.00, 

It has 25 per cent of this income in the form of 
interest from Canadian corporations, and it has 15 per 
cent of its income in the form of dividends on 
preferred shares --~- 

MR. CHIPPINDALE: May I Suggest that in that 
case you could not qualify as a conduit under the 
proposal if you have only 60 per cent of your income 
from Canadian stocks, 

MR, STEWART: Excuse me, I am afraid I have 
not made myself clear, The 60 per cent is from 
Canadian common stocks, The 15 per cent is from 
Canadian preferred Stocks, and 25 per cent from 
Canadian interest, So that 100 per cent of your 
income is from Canadian sources. 

Now, let me give you an extreme case. 

Supposing the 15 per cent which I Said was Canadian 
preferred stocks is actually foreign source income, 

So that you have 85 per cent Canadian, 15 per cent 
foreign source, Now, 40 per cent of that income 
Would, under Section 69 as it is now, be taxable in the 
hands of the corporation; 40 per cent of it, under 

your proposal No. 1, would be taxable in the hands 


of the individual shareholders, 
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MR. CHIPPINDALE: I am Sorry. The entire 
amount would be taxable in the hands of the individual 
Shareholders, and they get certain credits, 

MR, STEWART: Yes, I beg your pardon, 
However, under your proposal No. 1 40 per cent would 
be taxable in the hands of the shareholder Without 
any dividend tax credit, 

MR. CHIPPINDALE: Under proposal No. 1? 

THE CHAIRMAN: He said 4O per cent without tax 
credit, 

MR, CHIPPINDALE: That is right. Sixty per 
cent would carry tax credit and 4O per cent would not. 

MR, STEWART: Under proposal No, 2 --- 

MR, CHIPPINDALE: I am Sorry. Under proposal 
No. 1 15 per cent was derived from foreign sources, 

He would be entitled toa foreign tax credit on that 
portion under a conduit principle. 

MR. STEWART: That is right, but not to the 
Canadian dividend tax credit, 

MR, CHIPPINDALE: No. He gets 15 per cent 
on that amount and 20 per cent on the other $60.00, 

In addition to that he would be entitled to take 
whatever depletion allowances there are in respect 


of that 60 per cent, and there are some. To a large 


extent we are a financial resources economy, and I 
think every mutual fund portfolio in the country owns 
Stocks in companies who are allowed to take depletion 
allowance ranging from anything between 10 to 20 per 
cent, and they would also flow through. 


I am suggesting that perhaps the easiest 
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thing to do would be to allow a man a 20 per cent 
dividend tax credit on the whole amount in lieu of 

what he would otherwise get, first of all from his 

20 per cent on his Canadian dividends, secondly his 

15 per cent on the foreign tax credit, and thirdly 
whatever depletion allowances would be involved in what 
he would otherwise get through a straight conduit. 

I say that it would amount to about the same thing, 

but it would be much simpler. 

MR, STEWART: You are not Suggesting, are you, 
that what he gets by way of dividend tax credit more 
than makes up for the foreign tax he has paid? 

MR, CHIPPINDALE: I am sorry, I am not sure 
I understand that. 

MR, STEWART; Let me just deal with this 
$15.00 that ne —-- 

MR, CHIPPINDALE: That is interest, That is 


the maximum, It is the extreme case, 
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MR, STEWART: - Let us take the 415,00 which is 
income from foreign sources, Let us suppose he hag 
paid $3.75 to the United States through a deduction at 
the source, 

MR. CHIPPINDALE: Yes. 

MR, STEWART: The only purpose of the Canadian 
foreign tax credit, surely, is to permit him to 
bring that $3.75 into account? 

MR, CHIPPINDALE: Well, to get that relief to 
the extent that he is taxable himself on the $15.00; 
to be able to offset that tax --- 

MR, STEWART: But he has still paid the 
foreign tax of $3.75. You cannot help that, 

MR. CHIPPINDALE: That is right; and he turns 
around and takes it off here, which he is not allowed 
to do now, incidentally, pyt which he would under 
proposal l. 

MR, STEWART: In any event, I put it to you 
that under proposal No. 2 as much as 40 per cent of his 
dividend might relate to matters or items which would be 
taxable to the shareholder under proposal No. 1. Under 
proposal No. 2 you say the government should forego any 
claim for tax on that 40 per cent? 

MR. REID: May I observe on this, Mr. Stewart, 
that the theory here would. be that the main income of 
the fund is from dividends of “Canadian taxable 
corporations and that interest income and dividends 
from foreign corporations is only incidental.. So 40 
per cent would not be incidental. 


MR, STEWART: But I am. putting to you -- 
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and this is the very matter I am concerned with -- that 
as the law now stands, it could be as much as 4O per 
cent? 

MR. CHIPPINDALE: What we have not determined 
yet, of course, is what proportion would be entitled to 
depletion allowances, and they are very tangible 
credits. It is just my suggestion that it would 
certainly be a lot more simple for the government, 
for the shareholder, and for everybody else, to allow 
20 per cent of the total in lieu of what otherwise 
would be represented by the 20 per cent dividend tax 
credit on Canadian dividends, along with tax credit on 
foreign income and depletion allowances on a proportion, 
and that proportion can be fairly substantial. I 
think it would come pretty close to washing out, if 
everything were taken on an extreme example. But I do 
not think they run to extreme limits in these things 
as a matter of actual practice. I know thet in my own 
company for the year just ended the proportions went 
14% per cent foreign income. That was primarily 
because Du Pont paid a dividend in the form of General 
Motors! stock, Normally our proportion would have been 
Closer to 11 per cent, our interest income amounted 
to 138 per cent, Those are actual figures operating well 
Within those limits, We had the choice of going 
further than that, So I am trying to take on an 
average what I think happens in practice, Sometimes 
we would not have as much as 18 per cent from interest 
in these types of funds, You are feeling pretty 


carefully. They are relatively high market levels when 
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you get as much as 18 per cent income from interest in 
this type of company. That happens part of the time; 
at other times it would be materially lower than that, 

This is the request made, I think it would 
certainly facilitate things for everybody concerned if 
it were done that way, I think it would encourage, if 
you will, the use by investors in Ganada of this type 
of vehicle, which I think is performing a tremendous 
function to the good of the Canadian economy. I think 
it should be encouraged to the maximum Gegree, af at 
does not result in any serious disabilities to the 
federal Department of Revenue. 

Mind you, these are free enterprise 
institutions in which the government is not assuming 
any risks, any costs, and without any trouble to the 
government and they are being utilized by more and 
more people, who must be convinced that they are a 
go00d vehicle for them, 

What we are trying to do is just ask that 
this taxation be imposed in its Simplest form without 
any material change in the tax revenues of the 
government, to the convenience of both the government 
and the shareholders, 

THE CHAIRMAN: The advantage that you have 
cited of proposal No. 2 over proposal No. 1 is an 
administrative advantage; I think that is the only 
thing you hold for it, is it not? 

MR. CHIPPINDALE: It is a matter of 
convenience, 


THE CHAIRMAN: It would seem to me that 
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providing you do what we spoke about with regard to 
proposal No. 1, it does not represent any real 
administrative difficulty. You make out your 
information returns, and I would think you are 
responsible enough people that they do not have to be 
checked very carefully. 

MR, CHIPPINDALE: Thank you. 

THE CHAIRMAN: You would turn those in, and 
there would be the duplicate of the shareholder's 
account, I think it would work just like ordinary 
dividends and I cannot see very much difficulty there, 

But when shareholders move in and out of your 
funds, as they do very properly, that means, I presume, 
that the least assured dividends would represent a 
very long list, would they not, although I Suppose that 
is the case right now? 

MR, CHIPPINDALE: When a person comes into 
one of these funds, he pays an amount which represents 
the capital value of the accrued income. 

COMMISSIONER GRANT; Plus his cost of getting 
in? 

MR, CHIPPINDALE: I am talking about the fund 
itself now, The acquisition cost is added by the 
distributor, The company does not enter into that at 
all. But the company gets an amount that represents 
the capital and income value of the equity at that 
date. 

If one goes out, the same thing happens in 
reverse, He gets the liquidated value, which is a 


composite of the capital value and the accrued income, 
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all figured out to seven decimal points on that day, 
So we know exactly where everybody stands at that Gime , 

THE CHAIRMAN: You know exactly how many days 
it has been in the fund and the amount of money he 
received? 

MR, CHIPPINDALE: Yes, and the amount of money 
he received, I argued alongthose lines, Mr. Chairman, 
myself years ago, but it was thought by others that it 
would present administrative difficulties. That is not 
my contention; but that was the feeling at that time, 
It was certainly a valid feeling -- I am not eriticizing 
this -- so I came up With this as a solution to any 
problem which anybody might have in mind along those 
Lines. 

THE CHAIRMAN: But you prefer proposal No, 1? 

MR. CHIPPINDALE: It is not too material, I 
think I would prefer No, 2 if the Department were 
agreeable te it, It does make it simpler, No. 1 is 
certainly an improvement over the present situation, 

THE CHAIRMAN: AS an accountant, I would have 
thought if you went to proposal No. 2, you would just 
have your accountants working out the optimum position 
at every level of income, and your investment decisions 
might be to some extent influenced by taxation, 
Taxation would not be wholly neutral, Under' No. 1 I 
would think it would be wholly neutral. 

MR, CHIPPINDALE: I am not sure that I get 
your point, Mr. Chairman. 

THE CHAIRMAN: It is simply that your fund 


Would pay more or less tax under proposal No. 2, 
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depending upon your choice as to investments, whereas 
under No. 1 it would make no difference, 

MR, CHIPPINDALE: It would make a difference, 

THE CHAIRMAN: It would make a difference to 
the individual. 

MR, CHIPPINDALE: Because the more foreign 
influence we have, the less favourable the position of 
our shareholders as individuals. 

MR, STEWART: Under proposal No. 3, which you 
put forward somewhat less forcefully, because you 
Simply say that this is a meritorious idea, you suggest 
that dividends from mutual funds should be excluded 
from income either altogether or up to $100.00 per 
Shareholder. 

There again, I take it, if dividends were 
excluded to up to $100.00, the vast majority of your 
Shareholders would not be taxable on dividends at aL? 

MR. CHIPPINDALE: Well, certainly some of 
them would not, depending on their other income, of 
course, 

MR, STEWART: We have already agreed that 
your average shareholder has an investment of $3,000.00. 

MR, CHIPPINDALE: In this alone. But he 
may have others, 

MR, STEWART; He may. But if we assume this 
is his only equity investment in shares and if we 
assume the 3-1/3 return on $3,000.00, we get $100.00? 

MR. CHIPPINDALE: Yes. 

MR, STEWART: So that particular person would 


be paying no tax at all on his dividend income? 
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MR, CHIPPINDALE: Some will not, They oniy 
thing I could not concur in, because I just cannot 
figure it out, is whether it is the great majority, 
that is all, because there are other, different kinds 
of income, I would hate to think that a person had 
éll his savings in one mutual fund. 

THE CHAIRMAN: And had no other income ? 

MR. CHIPPINDALE: And had no other income. fi 
would not think that would be a proper position. 

THE CHAIRMAN: That might be so in the case of 
a widow, I suppose, 

MR, CHIPPINDALE: I wouid never recommend Lt, 
and I never will. It is only suitable for a portion of 
one's investment capital. 

MR, STEWART: But we are now talking about 
dividend income, are we not? 

MR, CHIPPINDALE: That is right; but they 
can have other securities, and usually do, 

MR, STEWART: In other words, your average 
member holds shares other than his mutual fund shares? 

WR. CHIPPINDALE: I cannot say that. A1l1 I 
can say is that over the 31 years our recommendation 
has been that it is suitable for a portion of the 
investment savings of practically any investor. I have 
never suggested that it was suitable for a person's 
entire savings. He should have a bank account for 
emergency cash purposes; he should have suitable 
life insurance; I would think he should have a suitable 
amount of government bonds in the form of Canada 


Savings bonds or other liquid Savings, and then, 
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depending on what their position was, how old or how 
young, how little or how much, all kinds of things, 

Some portion of the total savings could be put very 

well into one of these vehicles, and they might have 
oné or two individual stocks as well, 

I think a great number do this. I cannot 
make a statement as to what proportion, but certainly 
that is what we have recommended. I can send you 
printed material to that effect, That is all I can 
say. 

MR, STEWART: You have saved yourself by the 
bell there, Mr. Chippindale, because the person who 
has the bank account, and the person who has Some life 
insurance, and the person who has some government 
bonds is not getting dividend income from those 
sources, 

MR, CHIPPINDALE: No, but in addition to 
that he can have -- and a great many do have -- other 
things. Practically everybody has a pet stock, 
Practically everybody owns some Bell Telephone. 

MR, STEWART: Including most of your 300, 000 
members? 

MR. CHIPPINDALE: Certainly a lot of them. 
I cannot say most, but I will say that a great number 
of the people that own shares in an ordinary mutual 
fund are the type of people who would probably also 
own Some Bell Telephone stock, That is my 
judgment, 

WR, STEWART: I should have thought that 
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that the advantages of mutual fund shares are their 
great diversification, the excellent management behind 
the fund, and so on, and the average person should put 
everything he has available for investment in the Stock 
market in mutual fund shares, 

MR. CHIPPINDALE: No. 

MR, STEWART: He does not? 

MR, REID: There might be a difference of 
opinion here, 

MR, PETERSON: 1 am alvasd “] could not 
Subscribe to that either, I think a great many of our 
clients have no other equities, investments, and I 
think this is one of the virtues of this type of 
investment, Some people -- not sophisticated 
investors -- do not have the means today, and some do 
not have the knowledge and are paying for professional 
management; but they are the exception rather than the 
rule . 

MR. REID: In our case we provide a bond 
investment along with equity investment to provide 
an opportunity for balancing, to meet individual 
requirements, Again, different companies have 
different policies. 

MR, STEWART: Quite so, 

MR. CHIPPINDALE:;: Proposal No. 3, as it 
Says, is not a request, but we do think it is a 
meritorious idea, It is only meritorious if the 
Government feels that we are serving the national 
interest in a fashion that makes it worth considering 


that. That is only in the nature of partial relief, 
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really, from double taxation. I have read a number 
of briefs where they have requested that this be 
applied 100 per cent to all stocks. We are very modest 
in this suggestion. 

MR, STEWART: Now, Mr, Chippindale, I would 
like to look at paragraph 49 of your brief, which is 
on page 36, and ask you a question about it. There you 
are dealing with the question of investment on the one ham 
and trading on the other. 

As I understand the effect of paragraph 49, 
it is this; First of all, if an investment or a 
security is held for 90 days --- 

MR. PETERSON: Or more. 

MR, STEWART: If it is held at least 90 
days, then the trading character is eliminated? 

MR, CHIPPINDALE: I should think it is almost 
eliminated, if not completely so. The trader does 


not aim to hold stocks 90 days. 
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MR, STEWART: You are Suggesting it should 
be eliminated at 90 days, 

I also understand, from paragraph 49, that 
you suggest that as long as the realized losses 
on trades of securities held by less than 90 days 
exceed the profits on securities held for less than 
90 days, the corporation should not be classed as 
a trader. 

MR, CHIPPENDALE: If the corporation 
has no profit -~ if it does not have a profit 
there is no tax on no PRotity tbubsit it has-ca 
profit on the sale of securities, then, if more 
than one-third of that net profit arose from 
securities proportionately held less than 90 days, 
I should think it would be verging on a trading 
company, 

This is not original with me, Dp 
think this is Substantially the method used in 
the United States for the same purpose, 

MR. STEWART: TI am putting it to you 
in this way, that if your paragraph 49 means what 
it appears to mean, then a corporation can make 
10,000 trades in the course of a year, it could 
hold nothing for more than 90 days, and as long 
as it made no net profit, it should not be regarded 
as a trader? 

THE CHAIRMAN: Not as a successful 
trader, 

MR. CHIPPENDALE: What is the difference 
whether it is or not? If there is: no profit what 


is the difference whether it is or not? Under those 
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circumstances there is no Prorit: fe: tax. 

MR. STEWART: But, Mr, Chippendale, 
it is said that the record can't change its spots, 
and supposing a company was an unprofitable trader 
one year but next year it began to be more success- 
ful, are you Suggesting that its trading record 
in the previous year should not be taken into 
account in determining whether or not it is --- 

MR. CHIPPENDALE: No; I am suggesting 
that each year be considered on its own merit, 

THE CHAIRMAN: I think we will have 
to explore this a little further. 

MR. STEWART: But not now. 

MR, CHIPPENDALE: It would be much 
better, obviously, if you carried your losses 
forward, but I am Suggesting that each year be 
considered on its merit, 

MR. STEWART: I think this is about 
as far as I ean go on this, 

THE CHAIRMAN: I think you have covered 
it pretty fully. I have been making notes of my 
questions and I have crossed practically: all of 
them off this list, 

COMMISSIONER PERRY: I have one 
question, Iam just taking it for granted that 
you are assuming, in your second proposal, that 
the whole income would be distributed each year? 

MR. CHIPPENDALE: That is right. 

COMMISSIONER PERRY: I don't think 


that the proposal, as it is drawn up srdseputy in 
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such a way --- 

MR. CHIPPENDALE: That is the way in 
which it was intended to be suggested. That 
was the intent, 

THE CHAIRMAN: You give us careful 
assurance that that was the intent on that point? 

MR. CHIPPENDALE: Yes, 

COMMISSIONER GRANT: I have one question 
which I would like to ask. I would like to get 
your reaction to this, that the law, as we now have 
it, says that if you want to go into the investment 
trust type of business you can go into it in three 
ways. One is that you can go into it as an 


unincorporated organization. 


= 


MR, CHIPPENDALE: Right: 

COMMISSIONER GRANT: In that case you 
don't rid yourself of personal liability, because 
the shareholérs in this sense are liable for their 
losses as individuals. 

MR. CHIPPENDALE: They are, In 
this case the onus is on the shareholders themselves. 
No business manager is involved in this type of 
trust. It is just the shareholders, 

THE CHAIRMAN: You explained before that 
the term "shareholder" was very loosely used and 
that you meant the participant rather than the 
Shareholder because it was unincorporated. 

MR. CHIPPENDALE: Yes. 

THE CHAIRMAN: So that I am assuming 
that the organizers of this unincorporated investment 


trust would be licensed as a partnership of the 
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province in which they were doing business to carry 
on under a certain name, 

MR, REID: An investment trust set up 
under a trust indenture involves a contract between 
the trustee, being a chap of Canadian trust company 
and, secondly, the investment manager and, thirdly, 
the shareholder, or beneficial certificate holder, 
The assets are owned 100 per cent by the beneficial 
certificate holder, The trustee and the manager 
are simply employed by them in their capacities. ' They 
have no equity in the trust themselves other than 
the investment contract or trustee contract, 

They may be disposed of by these certificate 
holders, They have no equity other than their 
managerial-trustee contracts, The assets are owned 
100 per cent by the certificate holders in the trust, 
and consequently all income is owned pari passu 

by the certificate holders, It is passed to them 
in each taxation year to 100 percent. 

COMMISSIONER GRANT: Then, there is 
no personal liability on the part of the organization? 

MR. REID: None, 

THE CHAIRMAN: Thank you very much, 
gentlemen, I found your Table 1 most encouraging, 
Le eloread. 1 correctly -- and I think I did -- in 
that Canada in a year and a half has repatriated 
Some $218,000,000 worth of stocks; and I know that 
that has been done to the extent of $120,000 by 
your organization,. That is most highly commendable, 


and I hope it continues, 
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We have no further questions, L 
think we understand what you have put before us 
SO very clearly. If there is anything further, 
before we come to the close our staff might 
get in touch with your organization through Mr, 
Whitehead, I would assume. 

MR, CHIPPENDALE: Thank you, Mr, 
Chairman, As I mentioned earlier, we do appreciate 
this opportunity to be here and discuss the situation 
with you, and certainly if there is anything else 
we can do to be of assistance in furnishing infor- 
mation we will be delighted to do it, 

Thank you very much, 


THE CHAIRMAN: Yes, Mr. Secretary? 
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SUBMISSION OF 


THE ASSOCIATION OF CANADTAN INVESTMENT COMPANIES 


APPEARANCES: 
Mr. J. B, Emory 


Me. T. A. Relyea 


THE SECRETARY: Mr. Chairman and 
Commissioners, the next brief this afternoon is 
to be presented by the Association of Canadian 
Investment Companies, 

Mr. J. B, Emory, the Director of the 
Association, is here to Speak to the brief, Mr, 
Emory is President of United Corporation Limited, 
Montreal, 

Associated with him this afternoon 
sper TT) Al Relyee, a member of the Association, 
Mr, Relyea is President of Canadian Financial and 
Foreign Securities Company Limited of LOronte, 

Mr. Chairman, I would like to enter 


this brief in the record a8 Behibit 321, 


--- EXHIBIT 321: Brief of The Associatior 
of Canadian Investment 
Companies 


THE CHAIRMAN: Mr, Relyea, we are very 
glad to see you. We read your submission with much 
interest. It raises a few questions which we 
would like to explore; but before we do have you 


got any preliminary statement? 
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MR, EMORY: I would like to make one, 
yes, 

THE CHAIRMAN: Yes, 

MR. EMORY: It certainly is not my 
intention to make any extensive remarks this after- 
noon since we have filed our brief with you and 
it contains, in as concise a form as possible, the 
reasons for our presence here, 

I would, however, like to GéE1l1 you that 
this is the first official act of our Association. 

It is an Association of closed-end 
investment companies known as the Association of Canadian 
Investment Companies, The Association is modelled 
after the British Association of Investment Dealers 
and in our present rather embryonic form we represent 
eleven companies without it, at December 31, 1962, 
of about $240,000,000, It might, in passing, be 
of interest to note that the British Agsociation 
has 258 members whose assets exceed two thousand 
million pounds so that we have a lot of scope for 
growth, and we feel that the potential for growth 
does exist in this country provided we are given 
reasonable freedom of action under our tax and 
other laws, It is, of course, primarily to factor 
this growth that our Association has been formed, 

It was because of our common belief 
that the restrictions imposed by the present tax 
laws on our type of company unduly inhibit our 
freedom of action and, hence, our potential for 


growth, that we have asked to be heard this afternoon, 
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for it must be remembered in our case that growth 
does not primarily come from the sale of new shares 
but from the return received on a relatively fixed 
amount of money. 

You will have noted from our brief 
that we are asking that consideration be given to 
some relaxation of the restrictions placed on our 
foreign investments by the present tax law. 

With your indulgence I would like to 
make a few further brief comments on this subject. 
However, I am sure you will understand that it is 
impossible to cover such a broad field adequately 
in the time available, and my remarks will, therefore, 
only briefly touch on a few high spots. 

I think that everyone in this room 
will agree that pools of capital available for 
investment purposes, whether they take the form 
of open-end investment companies, closed-end 
investment companies, pension funds, or what have 
you, perform a very real and important economic 
function in our present society. If this initial 
premise is granted, it seems to follow naturally 
that such pools of capital should be as free as 
possible to seek for the greatest return on invest- 
ment consistent with reasonable prudence, for it 
is only by achieving this return on investment 
that these pools of wealth can grow and pass the 
benefits of such growth on to the economy as a whole, 

We recognize that, at the present stage 


of Canada's development, a case can be made of the 
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desirability, from the national point of view, of 
employing a major proportion of our investment 
capital domestically. This we are quite happy 
to do, and, indeed, I think that it would be found 
that even in the years prior to 1955, when investment 
companies had almost complete freedom of investment 
choice, the major proportion of their assets 
were, in fact, invested in Canada. Even were this 
not so, however, we submit that the best method 
of encouraging Canadian capital to stay at home 
lies in so managing our national affairs that this 
country provides the most attractive area for 
investment rather than in restricting capital 
movements by law, The + apres, in our view, 
is always better than the stick, and, at any rate, 
it certainly makes for a happier horse! 

Finally, gentlemen, the members of 
our Association are not convinced that foreign 
investment by Canadians is necessarily, per se, 
a bad thing for this country from the balance of 
payments point of view. It is to be hoped that 
Such an investment would be intelligently handled 
and would grow as a result, so that an initial 
commitment of, say, $1,000,000 would be worth 
considerably more than that in a few years! time. 
This is the same thing as saying that an initial 
requirement for $1,000,000 in a foreign currency 
would, in a few years! time, give this country 
a considerably larger claim on their currency, In 


addition, of course, the remission of income to 
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the Canadian investor would provide a continuous 
inflow of that currency during the intervening years, 
The net effect, then, is beneficial to the Canadian 
balance of payments over the long run and, intact, 
during the period that the investment is in being, 
Canada actually has a very real, though intangible 
claim on foreign assets that, particularly in the 
case of investments of the portfolio type, could 

be realized in the event of a real emergency. Lt 
is only necessary to look at the experience of the 
British during the last war to see a practical 
demonstration of the validity of this argument. 

With your permission, I would like 
to ask Mr, Relyee to read into the record the 
names of the closed-end investment companies which 
this Association represents, and to make a few further 
brief comments. 

THE CHAIRMAN: Thank you, Mr. Emory. 

MR. RELYEA: Mr, Chairman and Commissioners, 
the Association of Canadian Investment Companies 
represents the following closed~end investment 
companies -- and I will also give their net assets 
as at December 31, 1962: 

Canadian Foreign Securities Company Limited 
($7,838,000) 
Canadian InternationmalInvestment Trust Limited 
($5,919,000) 
Canadian Power and Paper Securities Limited 
($11,338,000) 
Dominion and Anglo Investment Corporation Limited 


($15,162,000) 
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Dominion-Scottish Investment Limited ($10,459,000) 

Economic Investment Trust Limited ($15,960,000) 

Electra Investments(Canada) Limited ($1,455,000) 

Great Britain and Canada Investment Corporation 

($15,531,000) 

Pacific Atlantic Canadian Investment Company 
Limited ($2,978,000) 

Power Corporation of Canada Limited ($113,416,0d0) 


United Corporation Limited ($41,868,000) 


That makes a total of $241,924,000 as of December 31, 
1962, This would be considerably higher today 
. due to higher stock prices. 
Until 1955 Canadian Investment Companies 
were exempt from income tax provided at least 85 
per cent of income was distributed to shareholders. 
In 1955 an income tax of 20 per cent 
was imposed to make it possible for investment 
company shareholders to qualify for the 20 per 
cent tax credit. 
This equalization tax has worked well. 
Its net effect has been to permit our common share- 
holders to receive the 20 per cent tax credit on 
the portion of income from Canadian dividends and 
not on the portion of income from bond interest 
and foreign dividends, 
The tax is simple to calculate for 
the investment company and inexpensive to administer 
for the Tax Department. Furthermore, the share- 
holder knows exactly where he stands taxwise in 


respect of his dividends. 
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This is in marked contrast to a flow 
through of conduit form of tax which would be 
complicated and cumbersome to calculate and expensive 
to administer, With conduit tax you would also 
create unnecessary difficulty for investment 
companies who have preferred shares outstanding. 

We are here today to appeal for a 
modest relaxation in the 1961 legislation which 
has progressively tightened the restrictions on 
the foreign income of investment companies until 
we no longer retain the minimum of ilexibility 
in investment policy requted to protect the 
interest of our shareholders. 

Our basic function is to provide for 
our shareholders the investment management which 
the trust companies provide for their large 
investor clientele who have no restrictions on 
their investments. 

We submit that reasonable flexibility 
in management can be restored to investment companies 
by simply raising the limit on foreign income from 
the present 15 per cent to 30 per cent. 

We appreciate that the present emphasis 
in government policy is to encourage investment in 
Canada, and with this we wholeheartedly concur. Our 
recommendation would not only make possible’ the 
necessary diversification and participation in 
representative industries not present in Canada, 
but would also ensure that the major portion of 


our investments remain in Canada. 
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We will be happy to answer any questions 
that you may have, to the best of our ability. 
THE CHAIRMAN: Thank you, Mr. Relyea., 
Speaking about the companies and your 
organization, I would be interested in knowing to 
what extent they are Caanadian-owned, Some of 
those names that you read off to me sound as 
though the origin of the company was not Canadian, 
MR. EMORY: I think that would be 
a fair statement. The closed-end companies in 
this country go back a considerable period of time -- 
in a great many cases, back to the 1920's -- and 
at that time it was the policy of Canada to encourage 
foreign investment. These companies in many 
cases were actually formed to encourage larger 
United Kingdom investment in Canada, 
Speaking for my own company, we are 
approximately 30 per cent owned in England, and 
that has been the case for years. 
THE CHAIRMAN: Some of those companies 
would be owned more by non-residents and some less, 
MR, EMORY: I would guess so. 
THE CHAIRMAN: You would not have 
what 
any idea of/the total compensation of sales of 
all the companies would be? 
MR, EMORY: I am afraid I have not. 
There is one difficulty in this business, in trying 
to sort your shareholders out, and that is that 
even if you look at the shareholders list you do 


not always know who the shareholder is. A great 
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many of these shares are held in marking names. By 
that I mean in the name of bank nominees, or 
trust companies; so that you do not know who 
the individual shareholder 18, on if he is 
Canadian or foreign, 

THE CHAIRMAN: Mr, Emory, the company's 
Shares that you have referred to are traded regularly, 
are they not? 

MR, EMORY: Some of them are traded 
more frequently than others, 

I would guess that 50 per cent would 


be listed on the Stock Exchange; possibly more, 
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MR, RELYEA: That is the distinction. The 
listed shares trade more frequently than the unlisted 
shares, 

THE CHAIRMAN: The unlisted shares would trade 
over the counter market, that is all. 

MR, RELYEAs Yes. I think it is true of 
all these companies that the maturity and the shareholders 
are long term, so that probably there is less trading 
in these shares than in the normal shares of companies. 

COMMISSIONER PERRY: I was wondering whether 
your members are members of the Mutual Funds Association. 
I gather that they are not, 

MR, EMORY: No. We are in the same business, 
but for a slightly different end. 

COMMISSIONER PERRY: You have a slightly 
agifferent brief too! 

COMMISSIONER GRANT: I should just like to 
make one comment, and that is this. When you mention 
trust companies are under no restrictions, I am sure 
a great many of these companies are under accepted 
restrictions as contained in the instrument creating 
the trust under which they are operated. 

MR, RELYEA: Yes, I appreciate that, I 
meant that they are under no government restrictions 
as to the distribution of their investments. 

COMMISSIONER GRANT: I think it is fair to 
Say that they are definitely under government 


restrictions. . 
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MR, EMORY: J think Mr. Relyea meant in the 


administration of individual accounts. 
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COMMISSIONER GRANT: In the absence of any 
direction in the instrument which creates the trust, 
they would be bound to act within the confines of the 
Trust Companies Act, which does contain very drastic 
restrictions in some provinces, 

MR, RELYBA: They have many accounts of the 
kind I have in mind where they have complete discretion 
to manage the account and its distribution as between 
bonds, preferred and common, 

COMMISSIONER GRANT: That is the owner's 
wish, 

MR, RELYEA: Yes. 

THE CHAIRMAN: You were speaking of taxation, 
were you not, when you said that before? 

MR, RELYEA: Iwas referring to the 
restriction which we have on foreign income, 

THE CHAIRMAN: As imposed under the Income 
Tax Act? 

WR. RELYEA: Yes. 

THE CHAIRMAN: You are not very frequently, 
I presume, issuing shares and soliciting shareholders, 

MR, EMORY: The only way we can do that is 
in the same form as an ordinary company would. If we 
issue shares we have to issue 2a prospectus in the same 
way as any other company. 

THE CHAIRMAN: An open end investment trust 
prospectus. 

MR, EMORY: Yes, but it is more in the form 
of a permanent prospectus, We have to go to the 


Securities Commission each time we do it. 
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THE CHAIRMAN: What is the usual practice of 
your companies in the distribution of their profits? 
Do they distribute the entire income or only part? 

Do they build up a reserve? 

MR, RELYEA: We are required to distribute 
at least 85 per cent, so that the distribution -- we 
like to have an even number of cents in dividends -- 
is between 85 and 100 per cent. 

THE CHAIRMAN: That is to qualify for the 
benefits of the Income Tax Act, 

MR. RELYEA: Exactly. 

THE CHAIRMAN: Should the law be altered to 
give effect to the recommendations which we received 
from the people who appeared before us immediately 
preceding yourselves, their proposal No. 1 would make 
this a true conduit so that the entire income would 
be deemed to be distributed anyway. Whether or not 
it was distributed, it would be taxed in the hands 
of the shareholders as though it had been distributed. 
What would be the effect of that in respect of your 
companies? 

MR, EMORY: We could certainly live with that, 
In fact, I think we would split it very much in the 
Same percentages as the open end fund now. 

Mey I just add one thing. I do not want 
to give the impression that we are strongly against the 
conduit system. We have a few reservations. One of 
our reservations has to do with the fact that a good 
many of our companies have preferred shares outstanding. 


If the conduit system is adopted, the company then 
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becomes a non-Ctaxable Canadian corporation, and I do not 
know what the position of our preferred shareholders 
would be with respect to the 20 per cent dividend credit. 
These shares were issued to the shareholders at the 

time with the understanding that the 20 per cent dividend 
eredit was in effect. This is not necessarily 
insuperable but it is a consideration. 

THE CHAIRMAN: I would not have thought it 
insuperable, no. If it was deemed to be a distribution, 
the distribution would be deemed to be in accordance 
with the rights of the shareholders. If it were a 
conduit their rights would be preserved against one 
another, and I think their rights would also be 
preserved in regard to taxation. DO if) Shey are 
entitied to a dividend credit for direct investment, 
they should be entitled to dividend credit on an 
indirect investment. Whether that is a good way to 
do it or not I do not know, but your objection to it, 
apart from preferred shares, would be an administrative 
one , 

MR, EMORY: There is one other possible 
objection which I can think of, and that is that it 
leaves the shareholder in the position where until 
the end of the year he does not know what his tax 
position is. As we stand now, he knows exactly where 
he stands taxwise. I can even visualize the position 
where you might become subject to possible shareholder 
pressure, In other words, during the year, without 
prior reference to the shareholders, you decide that 


in their best interests you should move a lot of money 
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down to the States, and all of a sudden at the end of 
the year he finds himself with a heavier tax bill than 
he expected. I do not know whether that would be a 
problem, but I can see that there may be a problem 
there. 

THE CHAIRMAN: No, I do not stay with you on 
that at all. He has entrusted you with his funds 
and you would be in exactly the same position as would 
an individual who is looking after another man's 
funds. He would pay the taxes which would result 
from the investment of his money in exactly the same 
manner as he would do had he taken his money to 
Someone else and had them invest it. 

MR, EMORY: The difficulty could be overcome 
by stating something in the by-laws by way of putting 
a maximum to it, 

THE CHAIRMAN: The shareholder, I think it 
would be fair to say, would not know precisely what 
his tax liability was until he received his information 
eiip. 

MR, EMORY: That is right. 

THE CHAIRMAN: I do not know that that is a 
serious point because he would know roughly what it was 
anyhow, and would not be making his tax return until 
he got his information slip. I suspect that: a lot 
of shareholders do not know their dividends until they 
get their information slip. 

WR, EMORY: If the conduit system is to be 
considered, we feel that within reasonable limits the 


restriction on investment policy should be relaxed. The 
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point we are trying to make is that we feel our 
principal job is to get the highest possible return for 
our shareholders consistent with the good of the 
country, We think that freedom of investment action 
and freedom of capital flow is very important, 

THE CHAIRMAN: Let us move on to that point, 
as to why you feel it is necessary to be able to 
invest up to 30 per cent of your equity funds -- I 
Suppose it is that -- outside the country. What is 
the practice now? To keep within the law to conserve 
the tax position, I suppose. Are you pushing the 
15 per cent? 

MR, EMORY: As we brought out in our brief, 

a limit of 15 per cent means, in practice, a limit of 
30 per cent as a practical matter, Sowanat Lt is a 
little more restricted than it appears on the surface, 
I think the majority of our members, if given 
permission, would like to put more money into foreign 
markets, It is a question of where you think your 
best return will come from in the foreseeable future, 
We do not say at the moment that we would want to, 
but we can foresee the time when, for the protection 
of our shareholders, it might be desirable or for the 
betterment of our shareholders. On the other side, 
we do not want to do anything harmful to the Canadian 
economy, so we arrive at the conclusion that we would 
like the maximum freedom possible. 

THE CHAIRMAN: Well, that is a fair enough 
Statement. You are here to tell us what is best 


for your business, although we are concerned about the 
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whole of Canada when we make our recommendations and 
cannot ask you to take our position there, 

COMMISSIONER PERRY: It is really a question 
of how severe the conditions should be laid on you on 
being excuded fromthe additional higher rate of tax 
which normally applies to a corporation. 

MR, EMORY: Yes, that is right. 

COMMISSIONER PERRY: I think you have answered 
this question, but when you speak of roon for 
manouevring, it is not just the casual sort of 
fluctuation which you might have to encounter in the 
market situation that you have in mind; it is the 
possibility of a longer trend toward foreign 
investments. 

MR. EMORY: That is right. There are 
several factors which might possibly be brought out 
in our particular type of company, and that is that 
if we wish to go defensive, as was mentioned in the 
last submission, we cannot sit and let new money 
come in. We have to move. In other words, if we 
did not sell when marketswere heavily overvalued we 
would have nothing to buy on the market when it is 
undervalued. This is not to say that we are going 
to trade, but we have to take steps to protect our 
shareholders, and one step which can be taken if, 
for any given reason whatever, it may be that the 
outlook for Canadian should become not too bright, is 
to move outside the country. The other step we can 
take is to move into bonds, but we are also restricted 
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1 MR, RELYEA: I think our feeling is that our 
2 group of shareholders, as a group, should as far as 

3 possible be allowed to do everything that an individual 
4 investor can do. We realize that there have to be 

5 some restrictions to meet some of the government 

6 policies, but beyond that that is all an investment 

y( trust is, a group of investors brought together to 

have the benefit of experienced management. We feel 
that we should be penalized as little as possible. 

THE CHAIRMAN: It may be in the interest 
of the country to impose certain requirements where 
they can impose and achieve results. It is probably 
just not reasonable to put them on individual 
investors, I am not at all sure that the fact that 
they cannot do it means that they should not do it in 
places where they can do it. I recognize the point 
you make, but I will not go the whole distance with 
you at the moment, 

COMMISSIONER GRANT: Is it correct to say 
that so far as the brief is concerned what you are 
asking for is contained in paragraph 142? You want 
15 per cent of the gross revenue from Canadian sources 
free, 

MR. EMORY: That is correct. Again, if I 
could refer to the last discussion there was.a question 
asked as to whether, if we had our choice, would we 
like to be completely free. 

COMMISSIONER GRANT: You have not put that 
forward, 


MR, EMORY: No. But the answer is the maximum 
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freedom we can get which is reasonable. 
COMMISSIONER GRANT: You do not think that 
you are breaking faith with some of your original 


shareholders if you failed to invest 75 per cent in 


‘, 
“ 


Canada? 

MR, EMORY: That is a serious consideration, 
and in a great many cases one reason why we would keep 
the largest percentage of our assets in Canada. 
Because to the foreign shareholder in many cases he 
has chosen us as the vehicle to invest in Canada. 

COMMISSIONER GRANT: That is a very fair 
answer, 

THE CHAIRMAN: Well, I think the point is 
elear. When you put the two points together, they 
would not object to a conduit if you prefer this. 

I do not think we have great contradictions between 
what we have heard this afternoon and what we have 
heard from you. The positions are not irreconcilable. 

MR, EMORY: I hope not! 

THE CHAIRMAN: Then thank you very much indeed, 
Mr. Emory and Mr. Relyea. You have been very helpful 
to uS and we are are very glad to have received you. 

MR, EMORY: Thank you very much, 

THE CHAIRMAN: Mr. Secretary, we will stand 
over until 9:30 tomorrow morning, 


-~--Whereupon the hearing adjourned at 4:00 o'clock p.m. 
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--- The hearing commenced at G:30 aim. 


THE CHAIRMAN: Are we all ready to 
proceed? Yes, Mr. Secretary? 

THE SECRETARY: Mr. Chairman and 
Commissioners, the first submission this morning is 
being presented by the Canadian Shipowners Association. 
Mr. W.G. Fisher, Managing Director of the Association, 
is here to speak to the brief which I will now 


enter into the record as Exhibit 322. 


EXHIBIT 322: Brief of Canadian 
Shipowners Association. 
THE CHAIRMAN: Good morning, Mr. Fisher, 
we are grateful to you for putting in this Submission 
and coming to see us today. We would like to know 
more about your industry, and we have got a few 
questions for you, but before we start asking 
questions is there anything you would like to say? 
MR. FISHER: Yes, Mr. Chairman and 
Commissioners. First I would like to point‘ out 
that the Association has approached this particular 
problem with considerable misgivings, primarily 
because our problems are not exclusively ones of 
taxation but are ones of national economic policy 
out of which stem, of course, the taxation relationship 
as the government of the day so decides or wishes 
it should be done. 
I think you will have noted from the 


brief that there have been some very substantial tax 
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benefits given to the industry. The unfortunate 
part of it is that this feature of tax benefits 

which have been provided under Special legislation of 
Parliament have been so used or designed to support 
another industry, and, as a result, we have never 
been able to make any serious use of the advantages 
already provided in the tax law. 

THE CHAIRMAN: The other industry being 
building? 

MR. FISHER: In other words, the 
Canadian Vessel Construction Assistance Act provides 
extremely valuable tax benefits to the shipowner who 
can use it; but naturally when you have -- and we 
find this in our own industry -- a lot of benefit 
which is passing to the industry on a monopoly the 
benefits are naturally going to flow to the 
monopolistic industry. 

Now, I would also like to develop briefly 
with you, for a minute, what the theory of the 
international shipping industry is. I have no 
doubt you have had many claims made before you for 
Special treatment in special cases and special 
Situations, and in this respect we are no different; 
but I do think that we are unique in our business 
in that as an industry our plant, wnich is our 
vessels -- this is what we use to provide our 
Service to the public -- has what I choose to term 
mobility. By the stroke of a pen you can transfer 


your plant from one country to another country; and in 
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this aspect we are a somewhat peculiar industry. 

This has the effect that, in the internationd field, 
there is a very large amount of world Shipping 

which lives in corporate domiciles which are bila ys ier: i 
practical purposes tax free, Canadians endeavouring 
to engage in this field of private enterprise -- 

free enterprise -- naturally atleast are inhibited 
by the fact that they are not truly competitive 
because of the incidence of taxation in Canada 

which does not apply to their competitors, 

I think this is the essence of our 
problem. In the beginning of our brief I mentioned 
three inter-relatedufactors -« nonscompetitive 
operating costs, non-competitive taxation and lack 
of risk capital. They are all inter-related. Ten 
years ago, or fifteen years ago, our biggest problem 
at that time was undoubtedly excessive operating 
costs. Today it is a very secondary feature. Our 
real problem is taxation, and this arises because 

15 years ago the capital cost then of a general 
purpose ocean-going ship was in the order of $600,000 
or $700,000; today it is of the order of $34 million. 
Therefore, the carrying charges are so much greater. 
Therefore, it seems to me that the carrying charges 
On your capital cost overshadow very substantially 
the amount of your operating costs. 

If I may put this in very simple 
terms, about 12 years ago we did a study on this 


and the conclusion: we reached was that of our gross 
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revenue approximately 35% of that went into what we 
might term our operating costs. Using the same 
basis for your calculations today, gentlemen, it is 
down to about 123%, Therefore, if your competitor 
has much cheaper operating costs the difference 
becomes much less; and the difference is of the order 
of 4% or 5%. Therefore, we suggest that with a 
comparable and competitive tax base the four Ox 
Pive times the operating cost is not difticult ca 
overtake, and it can be overtaken by the greater 
productivity of Canadians. They are better seamen, 
and their productivity is greater; and it can be 
overtaken. 

Now, as an example -- and if I may 
divert the Commission's attention for a minute -- 
and I am not sure that you will want this put in the 
record -- but it does illustrate what happens in 
international shipping as it relates to Canada. This 
came to my attention in cne of the local papers 
where it told of a 20,000 ton tanker which is now 
in!) Halifax, The crew was changed, The Greek crew 
went-off the ship and a Chinese crew came aboard 
the ship. They found themselves in a great problem 
because the notices and Signs on board the ship 
were in Greek. The ship was built in Germany and 
all the instructions in the engine room were in 
German. Of the Chinese crew of 40 from Formosa 
only two could speak English. The radio operator, 


an Australian, could speak neither Chinese nor German 
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I want to point out how it got into 
Canadian trade. This vessel was at the time chartered 
to the Imperial Oil Company; they had it on a long 
charter, It as built in 1953 in Germany for a 
Greek firm. Now, they, in their commercial judgment, 
decided that they were going to sell this Ship, 
and they sold it to a Nationalist Chinese company 
which set up a Panamanian company where they have no 
taxes. As I pointed out earlier, at a stroke of a 
pen the corporate domicile of the ship was changed 
from Greek to Panamanian overnight. The charter 
Still continues. So far as the Canadian importer of 
crude oil is concerned he is not concerned with how 
it comes in as long as it comes in ef Letentiy, 

This is international Shipping. This 
is going on all the time; and this is why we may have, 
and already now have had, to develop the theory of 
time chartering our equipment; and, to BAG Le in 
Simple terms, we now rent our plant, 

With that brief introduction -- --aig 
want to make the point with that anecdote and try to 
explain what international Shipping is. 

THE CHAIRMAN: The figures contained 
in the brief are certainly very startling -- to hear 
that at the present time 18 Canadian corporate 
companies own 27 Ocean-going vessels whereas in 1948 
Canadian companies owned 172 ocean vessels; and 
aS you point out, of course, Canadians charter a 


great number, 
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When we talk about 27 vessels, would 
they be of Canadian registry, or would they be 
registered under flags of convenience elsewhere? 

MR. FISHER: Those 27 vessels are 
owned in Canada by Canadian corporations and 
registered within the Commonwealth. 

We as Canadians in this field have 
the benefit of dual nationality under the Commonweaith 
Shipping Agreement. This agreement, incidentally, 
was signed at the same time as the Treaty of West- 
minster and it gives dual nationality so that a 
Canadian corporation may register its Shipping in 
any part of the Commonwealth; and the converse is 
also true; and because at this time our operating 
costs are too high we can get much better operating 
costs if we register them in Bermuda, Nassau, or the 
United Kingdom, 

THE CHAIRMAN: Thank you, 

The Canadian government is not 
collecting taxes on the income of our -- 

MR. FISHER: Yes; any earnings on the 
operation of this vessel come back into the Canadian 
company. 

THE CHAIRMAN: Are there Canadian-owned 
vessels which are registered in places outside the 
Commonwealth where taxes do not come back? 

MR. FISHER: Very substantial. 

THE CHAIRMAN: I would have thought -- 

MR. FISHER: They do it by being the 


beneficial owner of another corporation. 
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THE CHAIRMAN: Quite so; and that is 
why, I suppose, our Canadian fleet has shrunk to the 
extent that it has shrunk? 

MR, FISHER: To a degree, yes. 

THE CHAIRMAN: They have been transferred 


tf) non-taxable places and their registration has 


been transferred to th 


@) 
wh 
re] 
re 
eS 
pe) 
O 
® 
ie?) 


and the ownership 


pe 


is under a non-resident subsidiary company? 

MR. FISHER: I think that is a fair 
statement. 

THE CHAIRMAN: Well, now, would you 
have any idea -~ and I don't, I must say -- as to 
how much Canada receives in the way of taxes from 
the ocean shipping industry? 

MR. FISHER: I don't know; I have had 
great difficulty in getting it. The principal 
reason is that in the case of ocean-going ships 
there is no access to the record. I have checked 
through income tax statistics and they do not 
Segregate ocean shipping from others. Therefore, I 


can give you no information other than the one 


> 
Le?) 


Statement that is inthe brief, which, I think, 
quite significant -- on page 4 and page 10 -- 
where five of these companies -- these five companies 
decided this year -- in fact, on 31st December last -- 
to liquidate their Canadian interests; their 

vessels were registered in the United Kingdom 

but were owned by the Canadian company. In the last 


15 years these five companies have paid $6,610,000. 
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This is an accurate figure given to me by the 
management. 

THE CHAIRMAN: That is an average of 
$400,000 a year; and I would assume that has been 
declining in recent years, following the general 
trend of Canadian registry. 

MR. FISHER: Well, in respect of these 
particular five companies these were static. [In 
other words, they had the same number of ships 15 
years ago as they have now. All that happened was 
that they had two very profitable years in which 
they paid very large taxes and then ran into a 
Slump and didn't pay any tax at all. 

I think the motives which affected the 
company this last year were two-fold, The one 
undoubtedly was Mr. Gordon's last budget in respect 
of non-resident companies; they could find no 
Canadians who would take a share; and, Secondly, 
because the industry has suddenly again, after eight 
years in the wilderness -- has suddenly found itself 
extremely profitable because of Russian wheat deals; 
and I think their thinking was, "Here is another 
year where we are going to pay another $2 million 
tax," and I think they said"Well, let us liquidate", 
They have gone to Bermuda and pay no taxes but they 
Still have the vessels. The only difference is the 
corporate domicile of the companies that have 
changed from Canada to Bermuda. 
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the ships are still employing Canadians. 

MR. FISHER: They are registered in the 
United Kingdom and employ U.K. seamen, 

COMMISSIONER GRANT: Mr. Fisher, 
Boing back to the days after the war when we had a 
Letcol liberty ships and when Canada had quite a 
Strong merchant marine, there was a mass sale of 
those liberty Ships away from Canadian ownership; 
and as I recall it it was due at that time to high 
operating costs brought about by the high wages 


which the unions were demanding for the men wh manned 


=o 


the ships, and the fact that the higher competitive 
rates on the international basis did not extend to 
increasel costs; and, therefore, hundreds of liberty 
Ships were sold away from Canadian registry. Would 
this be basically correct? 

MR. FISHER: Not quite, In the: initial 
Stages, in this connection, Canada had a very 
Substantial fleet owned by the government built for 
war purposes, Two hundred and twenty-five of those 
Ships ~- which was nearly 80% -~ were sold to 
Canadian companies at that time. They bought them, 
Some of them were under charter then to the United 
Kingdom and they were sold to Canadian companies, I 
would say that that was foreign capital; it was not 
Canadian capital. But the condition under which the 
government sold the ships was that they had to set 
up &@ Canadiancorporation; but this was foreign capital 


that came in in the investment. 
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THE CHAIRMAN: 


8317 


Was this the point, 


Mr. Fisher, that foreign capital could not own a 


Canadian ship of Canadian registry? 


MR. FISHER: Yes. 


THE CHAIRMAN: 


64 shares, does it not? 


MR, FISHER: Yes. 


THE CHAIRMAN: Those shares must 


owned by Canadians under Canadian law? 


2 


MR. FISHER: Let us define this. 


Each ship still has 


be 


You are talking about Canadians as corporations; 


but don't let us part the corporate veil 
E 


because 


once you do that you open up a whole new area: of 
investigation. The only people who do that are 
the Americans. An American Shipping corporation 
must be owned by American citizens, but not anywhere 
else in the world, 
THE CHAIRMAN: Under our law do we 
require Canadian citizenship or Canadian nationality? 
MR, FISHER: No. Anybody can come 
up into Canada and set up a corporation. He can 


register the ship anywhere in the 


British Commonwealth: 


but there is nothing to show as to where the capital 


came from, 


THE CHAIRMAN: So that you have 
Canadians who are taking ships elsewhere and 
registering them in other places? 

MR, FISHER: As long as they are 


within the Commonwealth. 


We don't look behind the corporate veil. 
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COMMISSIONER GRANT: In the case of 
Canadian ownership in Bermuda the test is whether or 
not -- it would depend on where the operating company 
was? 

MR, FISHER: Not the operating company; 


7 


the domicile of eorporation with title to the ship. 
It may be operating somewhere else entirely. The 
Ship may be owned by a Canadian corporation and it 
may never see Canada, and be manned in the United 
Kingdom by United Kingdom seamen. In this case the 
earnings of the ship must come back to Canada and 
become part of the taxable income of the Canadian 
corporation; and these ships we are Speaking of -- 
these ships are in that class. 

COMMISSIONER GRANT: So that a company 
formed in Canada could be an operator of that ship 


and the only income that would come to Canada would 


its parent -- if it 


cr 
O 


be what that company sent 
were a Subsidiary -- to its parent company. 

MR.FISHER: If it was a subsidiary, 
yes; but, of course, we don't operate under that 
arrangement with subsidiaries, 

THE CHAIRMAN: And we don't tax the 
income from subsidiaries if they are 25% or More 3 
is that right? 

MR, FISHER: I think you are right: 
I think that is correct. 

COMMISSIONER WALLS: Are there not other 


reasons for foreign registry of Canadian ships other 
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than taxation? Are there not other advantages -- 
MR, FISHER: Yes; the other advantage 
is your cheaper operating costs: and they were very 
Substantial ten years ago, I pointed out a little 
earlier that this differential is substantially 
narrower. For instance, there is the effect of 
automation, Crews have been greatly reduced. Your 


competitive is now able to hire fewer engineers to 


operate his ships and the costs are higher. That was 


very evident 10 or 12 years ago when you registered 
in the United Kingdom, It is not nearly so much 
today as it was then. 

THE CHAIRMAN: Are Canadians not 
forming companies in Liberia and registering them? 


MR. FISHER: Yes, I am quite sure 


‘eo 


©. 


but I am quite sure that nobo 
many . 

THE CHAIRMAN: But that is happening 

MR, FISHER: Yes, that is happening; 
and you will find that many Canadians own shares 
in Panamanian corporations, 

THE CHAIRMAN: I know that Canadians 


re forming Liberian corporations. 


9° 


MR, FISHER Yes. 

COMMISSIONER GRANT: Could you put us 
in the picture on another aspect? Let us say a 
Canadian ship is under foreign registry and is being 


operated by a Canadian company. 
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The crew of that ship may be Canadian, or they do 
not have to be Canadian, If it were under Canadian 
registry they would have to be Canadians, Right? 

MR, FISHER: They do not have to be 
by law, but they have to be in order to live with 
the unions. This is the most effective way to 
comply with Canadian registry, although there is 
no law requiring that. 

COMMISSIONER GRANT: But under foreign 
registry they can be manned by crews of any 
nationality. They are then not under any of 
our Canadian trade unions. 

MR, FISHER: I would qualify that with 
one exception of a British ship registered within 
the Commonwealth which must employ a British master 

on 
and a British chief engineer, But,/a Liberian ship 
which may be beneficially owned in Canada through 
a Liberian corporation you can have a complete 
Chinese crew on board, AS’ a@ matter of faet, I 
was up north one or two winters ago and was quite 
amazed to see a ship unloading supplies for the mid- 
continent, or the DEW Line, with the crew hanging 
over the rails watching the unloading and seeing 
a sea of Chinese faces. And that was a British 
ship. Incidentally, they were also British sub- 
Jects coming from Hong Kong. But it is perfectly 
legitimate to do that. 

THE CHAIRMAN: It seems to me that 
the ultimate which could be done for you by way 


of taxation is for Canada to decide to give up 
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taxing the profits of any Canadian registered 
vessels which were engaged in ocean trade, a 
am wondering how much that would cost Canada. 
Would the cost to Canada and the corresponding 
benefits to your industry be encugh to reverse 
the trend? 

MR, FISHER: There are two approaches 
to that. In the first place Canada gets nothing 
out of this so really they will not lose anything 
BY Te3 After all, you must have something in, 
some income to give up, but Canada has nothing 
there. As of now, and particularly in 1965, the 
tax revenue from Canadian shipping in the ocean- 
going service is negligible, so you are not giving 
up anything. 

However, I would point out that we 
do not ask for that in our submission. We are 
asking for equality in certain sections of tax 
treatment. If we are to have the benefits of 
living in the Canadian economy with a Canadian 
Standard of living, I do not think that any of 
our people are prepared not to pay their share 
of the taxation which arises from that, But 
what we would like is to have a certain equality 
in the taxing division, and we have suggested 
Specific things, One of them is --- 

THE CHAIRMAN: Well, we are going 
to come to that in a minute. But if Canada 
gets no taxes out of this and gives up that 
tax, namely nil, the industry would get no 


benefit from Canada giving up that tax. 
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Mi, PiSHER: .That is right. 

THE CHATRMAN: Canada cannot do anything 
more for the industry than give up the tax. That 
is the ultimate, 

MR. FISHER: Yes, that is the ultimate, 

THE CHAIRMAN: What I am saying is if 
that were done -- and whether you wish it or not 
is beside the point for the purposes of my present 
question -- would it revitalise the industry? af 
do not see how it would. 

ME, HiSHER: Yes, 1. think 16 would. 

THE CHAIRMAN: If Canada gives nothing 
to your industry, how would it revitalise the 
industry? 

MR. FISHER: It would encourage these 
charterers, the people who now are the renters, 
to return to ownership. 

THE CHAIRMAN: Yes, that makes a point. 

MR, FISHER: Ten years ago they 
were the owners, 

THE CHAIRMAN: They are really chartering 
their own vessels which belong to their foreign 
subsidiaries. 

MR; FISHER: Yes, that is true in part. 

COMMISSIONER GRANT: But their 
operating costs would rise if they returned to 
Canadian ownership, would they not? 

MR. FISHER: Yes. 

COMMISSIONER GRANT: But you think 
tax concessions would offset that, do you? 


MR. FISHER: No, I do not, but I do 
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not think that the operating costs would rise 
sufficiently to inhibit them from doing that. 
I say this because we believe that under current 
conditions Canadian operating costs are certainly 
higher, However, the productivity factor of 
Canadians is far superior to that of the seamen 
we get for less wages. I think the one offsets 
the other, 

COMMISSIONER GRANT: Flus the fact 
that ocean-going rates are much higher, 


MR, FISHER: Yes, although there is 


great fluctuation there, 
MR. FISHER: Yes, On your operating 
cost theory, I might say that we can man a 12,000 


ton bulk dry carrier, one of the standard ocean- 


going ships, with 32 to 34 Canadians. In the 
United Kingdom they have to have 45, If we go 


to China we must have 52, The wages are much 
lower, but by the time you feed the men, provide 
housing accommodation for them on the ship, and so 
on, the differential is very narrow. 

COMMISSTONER GRANT: How do the loading 
facilities affect the operating costs? 

MR. FISHER: When I speak of operating 
costs I am exclusively speaking of ship cost, 
because the cost of loading and discharging, and 
all the other things which go into it, is common 


to all ships. They all pay a common charge. But 
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a Canadian ship operated with a crew of 32 or 34 
men, if you had a crew of Chinese on the same ship 
you would need 50 men, 


COMMISSTONER GRANT: I do not know 


why that should be, I am sure Canadians would 
not do three times the work of Chinese, Is it 


2 5 


because the facilities are better? 


+ 


MR, FISHER: Yes, they are better, 
and there is better maintenance on the ship. 


COMMISSIONER GRANT: Canadian seamen 


ry 


are more productive per man than British seamen, are 
they? 

MR, FISHER: In our view the Canadian 
seaman is the most productive in the world, in our 
experience, 

COMMISSIONER PERRY: This might sound 
like a silly question, Mr, Fisher, but I gather 
from what you say that the essence of a strong 
Canadian shipping industry would be to have ships 
owned by Canadians and manned by Canadians, and 
presumably carrying 

MR, FISHE the 
but it does not follow that those ships have to 
be built in Canada, although that would be desirable, 
This has been our problem for the last ten years, 
that if we want to develop a Canadian merchant 
marine and to get the advantage of the tax 
scheme, they must be built in Canada. Until 
the shipbuilding subsidy introduced by the govern- 
ment two years ago, the costs of this were out of 


the question, 
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COMMISSIONER PERRY: TI deliberately 


left out the price of registration, is: thau 
relevant at all in the ideal concept of a Canadian 
shipbuilding industry? 


Me. FISHER: “That is a very debatable 


point nowadays. Some 20 years ago registry was 
an important factor, Today registry is not 
an important factor, It is not nearly as 


important, particularly as most of the world 

is doing what we are doing, going into the 

business of renting rather than owning equipment, 
May I just give you an instance to 

demonstrate this point. One of the best known 

facts is that the British Mercantile Marine is the 

finest in the world, It has not increased in size 

in the last ten years comparable with the develop-~ 


ment of the volume of world trade. [It is prac- 
tically static, Today they are very substantial 
renters of equipment, the same as we are, to such 
an extent that ten years ago they had a surplus 

in their balance of shipping payments and their 
balance on international accounts in the order 

of $34 million, In 1952 they paid $350 million 
to rent ships and have a deficit on shipping 


in their balance of international payments 


to the United Kingdom to the extent of about 


$49 million, This is the pattern of the business. 

Now, we are doing the same. We 
chartered roughly 400 ships in 1952 and carried 
25 per cent of our total external trade, 


import and export, which gave us a $90 million 
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deficit in our shipping account. 

THE CHATRMAN: To some extent that 
deficit, I would assume, would be offset by dividends 
paid from the foreign subsidiaries owned by 
Canadians. I would assume a great deal of this 


chartering is simply tax evasion, 


MR. FISHER: Yes, tax evasion, but 
in practice they do not bring the money home, They 
use the money to plow it back into the business 
and get newer, bigger and better ships. Very 
rarely are the profits brought home, they are 
plowed back into the industry. They get their 
reward out of it by appointing a $20,000 president, 
a $15,000 vice-president, and so on. They do not 
have to pay dividends because they can extract 
their earnings out in other ways. 

COMMISSIONER GRANT: Your plea, Mr. 
Fisher, on behalf of the owners of ocean-going 
ships --- 

MR. FISHER: Well, L would “put 1¢ 
in this way, that my plea is on behalf of the 
operators to encourage them to keep --- 

COMMISSIONER GRANT: To return their 
registry to Canada? 

MR. FISHER: Or to return from the 
basis of a renter to an owner. Not necessarily 
a return to Canadian registry; it could be a 
Commonwealth registry. But my plea is to create 
the kind of economic climate in Canada which will 


encourage the operators of these 400 chartered 
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vessels seriously to contemplate owning them rather 
than having to rent other people's equipment. Then 
the real benefits will flow to Canada because we 

can then employ Canadian seamen, The revenues 

of the industry will start to flow back into the 
country. 

THE CHAIRMAN: I have read your 
submission and I am wondering whether the recom- 
mendation in paragraph 16 would accomplish this, 
That is why I said to you that if there are no 
taxes out of it, why bother to remit all the taxes 
on Canadian owners and vessels. 

MR, FISHER: I think probably the way 
you have put it indicates that we have been a 
little reluctant to come before you and to say: 
"Look, we cannot have taxed capital so we have 
suggested certain measures and they will gO a long 
way". 

THE CHAIRMAN: Well, let us look at 
them. There is a request that the recapture value 
be held for investment for a period up to ten years. 
Is that right? 

MR, FISHER: Yes. 

THE CHAIRMAN: On the ground that if 
that were done it would probably not be recaptured 
and the additional taxes paid on it would be 
used for further capital expenditure, That does 
not affect the overall amount of depreciation 
charged over a 25-year period. iL suspect that 


it would be pretty much the same. True, it would 
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be in and out, and so on, at a different value, 
and the taxes would be paid earlier, as things 
now stand, than what you propose, There would 
be deferred payment of certain taxes, 

MR. FISHER: I wonder in respect of 
recapture, I may be guilty of trying to over- 
Simplify it, but most of our ships today have 
probably a written down book value which is 
probably negligible. They are about 15 years 
old and would probably be written off by now. 

Years ago they were worth $50,000 
to $70,000 as scrap. Today we can sell them for 
$200,000, But if you do not reinvest that money 
and the original ship cost $600,000, say, that 
$200,000 has to be taken back in taxable income 
in the industry, Half the benefit of the inflationary 
value of the thing is returned to the government, 
The owner says: "I want to keep that to reinvest 


4. 


it, not necessary next year, but when my commercial 
judgment tells me to do so,” In the meantime, 
he says he will rent a ship. 

I suggested ten years ago that that 
should be done, as it is done in Norway and the U. XK. 
IT am not sure what they have, but they do have 
much greater benefits in what they call their 
balancing charge. They hang on for a long time 
before they have to account for it, 

THE CHAIRMAN: Well, we will look at 
that and see, 


COMMISSIONER GRANT: You say that a 
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ship is in a different position from a butidines, 
for instance as far as depreciation is concerned, 
in that in a building you may renew parts and make 
capital expenditures, But what is your chance 

of making capital expenditures on 3 ship? ne 
Suppose its engines must be renewed every so often, 
and so on? 

MR, FISHER: The average life of a 
ship is 20 years. Maybe it will run to 25 years, 
If you keep it in a restricted trade, you can 
even get 30 years out of it. this is an ocean- 
going ship. It is different on the Great Lakes, 
where they are not affected by salt water, There 
they can go for 50 years because there is less 
deterioration. Also you can convert a ship and 
jJumbolise it. For instance, they now cut them 
in half, so to speak, and put in an additional 
100 feet in the centre of it, which will double 
its revenue-carrying capacity. But the life of 
a ship will not be more than 20 years, because the 
cost of maintenance and repairs becomes so great 
that you might as well scrap the whole thing and 
start all over again new, 

THE CHAIRMAN; Well, I am conscious 
of the fact that your industry needs help. 

MR. FISHER: I am not suggesting for 
a moment that we are any different in respect of 
that factor, but with a plant you can normally 
bit by bit replace, improve, and so on, For 


example, you have the land, which is part of your 
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Value, which you have not got with a ship, Further - 
more, the whole ship must be replaced, Another 
factor is the question of improvement. A ship which 
is built today is a far Superior ship to anything 
which we had a few years ago. But you cannot 

bring an old ship up to the standard of a new ship. 
You have to serap it and start entirely new again. 

THE CHAIRMAN: Ships have been used 
to demonstrate the need for depreciation based 
on replacement costs rather than on old costs, 
because, as you say, you have to replace the whole 
thing and because your replacement costs seem to go 
up with the age of the vessel, This argument has 
been put forward many times with regard to ships. 
This would change the whole System, and one could 
not very well embark on that with ships without 
embarking on that with other things too, 

MR. FISHER: We realize that. 

COMMISSIONER PERRY: is iG not true 
that the first effects of this proposal would be 
to make it easier to sell ships? 

MR, FISHER: It would encourage the 
operators to sell their old ships. By the same 
token, if they can find a profitable sale and have 
got the money in, they do not have to spend it for 
a given period of time. They keep the capital 
intact. 

COMMISSIONER PERRY: That would be 
the ultimate hope, that they sell it and use the 


money later on for reinvestment. 
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MR, FISHER: One of the factors which 
induced this plight of Canadian corporations this 
year is that they were going to sell the ships 
and they did not want to be subject to recapture 
of their capital cost. They will go back nearly 
to what they paid 15 years ago. Ships have nearly 
tripled in value during the last six years. 

THE CHAIRMAN: Will this not shrink 
our fleet still further? Will we not get rid 
of the idea of 27 ships with this recommendation? 

COMMISSIONER PERRY: I was talking 
of the immediate case. 

MR, FISHER: Not entirely so. It 
would deplete our shipping further. Let us say 
that our fleet had shrunk right out. What have 


we left then? 
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We have eight or ten large operators chartering 
400 ships. These are the people who have to be 
encouraged to come back to being owners. This is the 
point. We might very well forget these other boys. 
There again, this is not quite true; they are 
intermingled. There is one company, in this 
connection, chartering a fleet of 45 or 50 ships. 
They use the device of manning and operating these 
Ships with Canadian crews, to get around this, but 
they are all Liberian or various odd registries 
outside Canada. They are just an integrated part 
of his fleet. 

THE CHATRMAN: I find the recommenda- 
tion a little curious, as has been brought out by 
Mr. Perry's question, namely, that this recommendation 
Will be more attractive to the sale of vessels, 
whereas it is in the national interest to encourage 
the retention of vessels. 

MR. FISHER: I would put it this way. 
It is in the national interest to set out the kind 
of provision that will encourage people to own 
vessels, and if those same conditions Apps IL 
think those that are left will probably remain. 

COMMISSIONER PERRY: I would accept 
that this does set up a more favourable climate 
for the ownership of ships in Canada, although its 
immediate effect would not be CHis pewoul dit? 

MR. FISHER: May I just discuss that 


for a second. Under Section 20, where the recapture 
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provisions apply, if this was listed for Ships in 

the next budget these fellows would be encouraged to 
Sell their ships, and they would sell their Ships for 
a high price. But it does not say they would flee 
the country before they sold the ships. They would 
tend to keep the capital here, and the inflated 
capital, because it is inflated capital. 

But I do not think it follows that 
they have gone because of the present conditions. 

If we corrected these conditions, they might be 
tempted to stay. 

THE CHAIRMAN: That may be so, but the 
point I am trying to look at is, would this serve 
the pockets of these people? Would it not best 
serve their pockets under this condition to proceed 
further with what they are now doing; that is, to sell 
their ships to their wholly-owned Liberian subsidiaries, 
take recapture and have it deferred for 10 years and 
leave the ships in Liberia, where they are not 
going to be taxed? 

MR, FISHER: That is true. 

THE CHATRMAN; I would have thought this 
would have served their purpose best. ‘There will be, 
perhaps, many Canadians who would say, "This is not 
right. We want the ships in Canada", and so on: 
but that is beside the point we are Speaking about. 

MR. FISHER: That is perfectly correct. 
Looking at it simply from a straight question of 


cause and effect, there is no advantage at all in having 
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&@ Ship owned in Canada at the present time, 

THE CHAIRMAN: TI know that Bermuda 
is attracting more and more ships. The Bermudians 
think this is a wonderful business. They have 
Over FOO Shipping companies, or something of that 
kind, operating there, 

MR. FISHER: Now, they have eight more, 
as of January 1, 1964, from Canada, 

COMMISSIONER GRANT: T¢ would seem to me 
avery strong point in your favour, under Section 20 
in regard to extending time under which the recapture 
depreciation may be used on the purchase of another 
vessel, is due to the fact that ceéan-going rates 
fluctuate to a great extent due to war scares or 
other causes, 

We have a sample of it right now, 
where every vessel is in demand to Ship grain to 
Russia, and therefore rates are naturally increasing 
over what they would be in an average year. A person 
who wants to go out and buy a ship today and take 
advantage of the recapture depreciation is unde,r a 
distinct handicap, whereas if he could hold oui. 
for two or three years he might be able to replace 
his ships at normal cost. 

MR, FISHER: That is true. On this 
point, Mr, Chairman, I have a table. Lieidib eto (Ot 
interest to the Commission, I have prepared a 
table on the distribution of world-wide ownership 


of international Shipping which indicates the volume 
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that is being held in tax rebate jurisdictions. 
This may be of interest to the tax commission. 
THE CHAIRMAN: Yes. 
MR. FISHER: I prepared this to 
substantiate the statement I made here, I said 
"many countries", but I did not give you any facts to 
back that up. So to correct that situation I have 
prepared this table, which was taken from Lloyds 
Register. At least, that is the source of the figures. 
THE CHAIRMAN: Thank you. I have been 
under the impression that all ships have been running 
like mad for countries which give these tax concessions. 
I think Mr. Perry is about to raise the 
point as to whether this is not more a trend to rental 
than it is to ownership. 


COMMISSIONER PERRY: I was just 


industry generally towards renting, and thus avoidance 
of any problems of ownership, maintenance, negotiation, 
and So on, may not be extending to shipping as well, 
and whether this might be part of the explanation, 

at least, for the greater tendency to rent rather 
than own? 

MR, FISHER: I agree with you. There 
are some difficulties, of course. While the 
corporate tax free jurisdictions have tremendous 
attractions, they also have fairly substantial 
disadvantages too. One of them is the incidence 
of the flags of convenience and the attack of the 


international labour unions against them because 
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they lose control, Two years ago we had a strike 
in the United States, when they boycotted all these 
ships, Your tax benefits on the one hand can be 
dissipated by a week of that and the extra costs 
involved in having your Ships tied up. nO CLG 

is not all gravy by any means, 

These operators would much prefer to 
own their equipment, if they can, rather than 
rent somebody else's equipment. wherends 
great satisfaction in owning and operating in 
the way you want to, not the way the other fellow 
wants to. This is their life-blood, and so on. 

So it is a difficult thing to pin downs) Lt) is 
intangible, But there is certainly a desire 

to own your own equipment. If you look at the 
Situation in the United Kingdom, this is borne out. 

THE CHAIRMAN: Would you explain this 
table to us, Mr, Fisher? 

MR. FISHER: ‘Yes, I had better get 
the copy back, I mention in the brief "many 
countries" with regard to this question, T took 
the world's ocean shipping of 4,000 tons and over, 
which is an element to sort of eliminate all the 
little ships. These 12 countries listed here 
own 72 per cent of the total of the world's shipping 
of 4,000 tons and over, 

I break the 72 per cent down as between 
these 12 principal countries and then, just on 
a percentage basis, I show that three countries 
Liberia, Greece and Panama hold 24 per cent of 


this total, These three countries are considered 
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to be basically corporate tax free, 

Then I say that eight of the countries -- 
all others except France -- provide special tax 
measures for their ocean shipping enterprises. 

The purpose of that is Simply to establish the fact 
that most of them give assistance to their shipping. 
I hope this will demonstrate that fact. That is 
the only purpose of the table. 

THE CHATRMAN: Does Greece not tax 
their shipping industry? 

MR, FISHER: Not the ocean-going 
shipping industry. They repatriated that in the 
last ten years, They came back to the Greek 
flag on the undertaking that they would not pay 
tax for eight or ten years, There is a bill before 
the Greek Parliament now to extend that for another 
ten years, because the owners started to flee the 
flag again because they lost their tax benefits. 

There is a great money market that 
flies around the world and tries to get what they 
can get; witness Mr, Onassis and Mr. Niarchos. 

COMMISSIONER GRANT: What benefit would 
these countries that give these special tax 
concessions derive from the registration, other 
than a registration fee? 

MR, FISHER: It is a straight regis- 
tration fee, and then they get an annual tonnage 
tax, which is a fixed tax, very small. 

THE CHAIRMAN: Bermuda gets £200 a 


year, 1) taink; 


ee — 


} te Peehinee ae gta dsrisyn : owt oa Oe Fc 


fae tel Jinitaaitets 00 eee sh Dest Ye seoqurg anit 
abetting ts qa. fit soitetezene Pere meant? te trom ast ' 


a ) ( Un hee had y i: a oO f a 
met.) | a fe SOG a i ee. © Uitte 
Lis eae ran 


: re 


Tha aa etiaatne ees 


| ab twos i sonnet) dqanihe -ansiide eta iy 


ami 
y 


vale iieethagnel naetd ‘ahodtd ie metic 


Dh da date: -otacsincoma fiiw nt? ot qi 
dies att Yo eandtzity YkNG! ae 
SMAMATARS SET 
syn sunbet. Tritt de. they 
«AOS 


i y A | 


“ar fore vac gas | 


ye ty, nel 
Ye ce ce tekaaaagen yout 
upeyh Bii« ot wold das, yore 


iaibat sotqqtan 


oTeee 194 +nal 


Vo ON Ta ira caailit 4 f gti vadveort ads ac <7 


eto) 2e7! 


ras? 
Lat See: ae We Sete ebical vets eee 


Bewd ELI We: a8 peveen cmt) Te) tty 


pal } pits il ) 


BeHGS SO 


oe “ 4 
>; bat ante sierwe ,e28oK ties 


tao ay, enonoed ofege oc 


— 


nT 
Lagtink 20 hit eh eee AaatH f gor rants 


. r . weenie yt 
oni tre Jee oe bas tein O00 aid Dower geif? 


aodoewttt aR Bar esaannt 7 eeeti In {738 See 
au JP iwhead dae Maen aan T2atiee 
Lhe diye | nent) ONE dart: nota eg seer 
oA? 4292 as wr a! Mord. or laek Tey ASO 
Toe nétteseetset B. pet 
elmer titotin pas *h Neue aM 
oan we, eh yoo? waa of bia not moltoqe 


Liane ev ged hie t}.6 at 
(HAMREAND Sit) 


. aerbstd I Reet 4G 


dahdw eee 


e WOR of6y Ghee 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 8337 


Me, FloeeR:) “Ll trink so. Liberia 
extracts four cents a gross registered ton a year, 
but you register your ship in Liberia and they give 
you an undertaking that it will not be changed 
either up or down for ten years, The Panamanian 
registry is not so attractive because one of the 
provisions laid down is that you have to employ 
Panamanians, There are not enough Panamanians 
to go around, and this provision is rarely operated, 
But now and again the Panamanian counsel comes 
along -- and you have to pay a very high fee to 
get your articles signed -- and he says, "I have 
two Panamanians over here that you have to take 
on", and the owner has to take them on to get his 
ship going, 

THE CHAIRMAN: Bermuda issues a 
certificate to the effect that you will not be 
subject to profits tax for 20 years; . Cianic, 

MR, FISHER: And Nassau has the same 
thing. It is a lovely place to be for the owner. 

THE CHAIRMAN: Moving on to section 20 
(5) (a) which exempts insurance proceeds from 
recapture, and so on, you really say the same 
thing in regard to that, do you not? 

Mi. FISHERS Yes, “exacociy. That is 
the same thing. 

THE CHAIRMAN: Then with regard to 
the carry forward of losses, you would like that 
extended for a longer cycle? 


MR, FISHER: This, cto us, “is “the 
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most important thing in our present recommendations, 
under our present conditions, which we would like 
to extend indefinitely, which is the practice 

in most countries. 

In the United Kingdom, for instance, 
you can carry it forward indefinitely, Almost 
all our competitors have the same provision, The 
reason is that you have peak years with tremendous 
profits, and then you have long periods when you 
have either losses or marginal prorites. I? yor 
cannot carry losses forward and deduct them, you 
lose the benefits, of course, In that respect 
we are non-competitive, and very much so, This 
is most important. 

COMMISSIONER WALLS: Do I understand 
you to say that most countries carry it forward 
indefinitely? Would it not be the United Kingdom 
only that carries it forward indefinitely? 

Mm. FISHER: They do for shipping 
purposes, 

COMMISSIONER PERRY: You may be 
arguing that for shipping purposes only they carry 
it forward indefinitely? 

MR. \PISHER?) This 18° ali Lam arecuine. 

COMMISSIONER PERRY: Because in the 
United Kingdom this is a general provision for 
all business. 

ER,) PISHER Seis ie? 

COMMISSIONER PERRY: Yes. 

MR, FISHER: I understand it to be so 


for shipping. I do not know about other things. 
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COMMISSIONER PERRY: There is not a 
Special concession for shipping in the United Kingdom; 
it is a general provision. 
THE CHAIRMAN: What we have here may not 
be correct; it may be a general provision and not 
just applied to shipping. The information we have 
is that there is a special provision for shipping 
and we are informed that France allows five years, 
and Germany, while Denmark allows losses to be carried 


forward for two years, and with Greece it is two 


shipping; we do not know. 
MR. FISHER: Yes. 
THE CHAIRMAN: Then with regard to Section 


2 


7(1)(e) you say that you attach great importance to 


ng 


ct 


this carry forward of losses? 
MR. FISHER? Ido; and -1 feel that this 
Should be carried forward against future earnings 


indefinitely. If there is this provision for 


businesses which are privately operated, this will 


Fee 


permit, E@hope; particularly if you cotipie itiw 
the tax reserve, those operators running Ships today 
to have a little fat on their bones. 

THE CHAIRMAN: I do not think we need 
concern ourselves with Regulation 105(1). It seems 
to me that is a matter which might be drawn to the 
attention ¢& the authorities. But they are carrying 
on a regulation which they impose upon all non- 
residents coming to Canada. 
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COMMISSIONER WALLS: Are these gratuities 
paid in all foreign ports which Ships enter, or is 
this a Canadian practice? 

MR. FISHER: This is a world-wide practice, 
L might just take this opportunity, if I may, to say 
a word about this. The word "gratuities", which is 
a trade term and everybody understands Hit eee 
quite right. in this context, I do not think, because 
they use the money to pay expenses also. 

As you know, they entertain aboard the 
ship; Customs Officers come on the ship and have to 
be given a drink, orscoffee or something of that 
nature. This is all part of that. But at least it 
is paid in cash. Maybe I should not have made that 
Statement either. I am going to get trapped here if 
this evidence ever gets out. 

COMMISSIONER PERRY: Do you know whether 
this is allowed as a deductible expense to the person 
making the payment? 

Hk. “FISHERS » Vos. sh bitte eye seed rae 
it is a deductible expense, I have never really 
asked that question, but I believe it to be so. 

COMMISSIONER PERRY: It is quite an 
interesting pcint. I happen to know that it is, but 
by rather a special ruling of the Department. 

MR. FISHER: It is not an important factor 
and I do not stress it. I was asked by one of our 
members to bring it up. 

THE CHAIRMAN: With regard to capital cost 


allowances, you would like the choice to diminish 
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THE CHAIRMAN: You say: 
"The reducing balance method does not 
allow complete write-off, " 


Theat is; of cotrsey trae, “Them yerteay: 


"Accelerated depreciation, in any event, 


until anrgreater ipart of 


I would have thought that when you were 


lirected to carry forward and recapture you might 
Stay with the diminishing balance. 

MR. FISHER? That is. true. This ts why 
I suggest the alternative. Let them make their 


THE CHAIRMAN: The people that do use 


You are not 


ns 
r@) 


straight line now avoid recaptu: 
contemplating that, are you? 
Farmers are entitled to use straight line 
depreciation, and also their assets, when sold, do 
not produce recapture. They avoid the recapture 
provisions. You are not suggesting that, are you? 
MR? FISHER: Yel aminot eure. Dihiedidunor 
even know that was possible. 
THE CHAIRMAN: I am giving you an idea. 
COMMISSIONER WALLS: If they did, that 


would solve the first problem. 
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THE CHAIRMAN: It would solve the first 
oblem, but putting it around the other way, it 
does not solve the second, 


With regard to shipping, I think the loss 


You have pointed out that the effect of 
the Canadian Vessel Construction Assistance Act has 
not been useful to your industry, and I think you 
indicated that the benefits of that Act are not passe 
on to you, meaning, I think, that the construction 


PA ee 3 a ey Pak Be 4 pes Soe 3 os = ae 
costs of the ships are not reduced to the extent 


right? You spoke of this not benefiting the industry. 


a ee “yar By tw A 271 A424 ~ hoy a) a 

hey brought in the shipbuilding subsidy, the cost 
Met} Bos SE: Het eS 3 ae j ha 
i Shipbuilding In Canada far overreached any of the 
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advantages to be gained by the operator. Conse- 


quently there has just been no incentive. There have 
ee = Wao Po = Beye oe ies 
not been enough incentives to Canadian operators to 

m = aAtna rp $ Nana Aas a) te Pout a = 

order ships to bem butlt in Canada. think the 


sy has been -- I am not making this as 
ategorical statement -- that the shipbuilders say 
to the operator, "Sure, we will quote you this price 
but look at all the benefits you get". This is our 
objection to it, that we cannot take those benefits 
and go some place else and seek a competitive market. 
We are restricted by the use of the benefits. 
COMMISSIONER WALLS: Is it not a fact that 


this new subsidy that came into effect two years ago 
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has brought the cost down relatively in line with 
British shipbuilding costs? 

MR. FISHER: - Yes. 

COMMISSIONER WALLS: Then why do you 
prefer to go to the United Kingdom when you can do 
it for a like figure in..Canada? 

MR. FISHER:; .< do not. want to.cross that 
bridge because we have not built any ships at all in 
the last two years. 

If there was a revival of. interest in 
Canada, I would suspect that the Canadian shipyards 
might be competitive. Of course, they are not 
competitive now, I do not think, even today. The 
subsidy of 40 per cent was on for a while, but it 
has reduceditors5ioerseentinow. Beteiedorvnot think 
-- as far as I know, at any rate, there has been no 
interest in building ships per se by the Canadian 
Opersavors Ae this timeseydr) eherée is a revival of 
that interest by one device or another, that may help 
the situation. 

I think one of the things that has inhi- 
bited us is»the lackioferisk ckapital. You «can go 
to Japan, for instance, and build a ship today just 
as chéeaplywas you can) buiid 1t in Canada. You can 
register it in Liberia. The Japanese will give you 
a ten year term at 4 5/8ths per cent interest, which 


is unbeatable in the industry. 
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THE CHAIRMAN: Thank you very much, 
Mr. Fisher, for helping us in this problem. We will 
continue to concern ourselves with it. It certainly 
isn't easy to see how with any taxation device one 
can make laws which would be attractive to prevent 
our ocean ships from going elsewhere; but, as I say, 
we will certainly continue to give it thought. 

Many thanks for appearing today. 

MR. FISHER: Thank you very much. 

THE CHAIRMAN: Mr. Secretary, we will 


recess for ten minutes, 
--- Recess. 


SUBMISSION BY CANADIAN CONSTRUCTION 

ASSOCIATION. 

APPEARANCES: 

Me cris, Somerville 

Me’, Mo. Stein 

Mew G.. "Moller 

Pry. Gray 

Mr, E. &. Graham 

Mes S.D.E Ye -chatter 

Mp. “KV. sand ord 

THE SECRETARY: Mr. Chairman and 
Commissioners, the second submission this morning is 
being presented by the Canadian Construction Association. 

Mr. T. A. Somerville, Toronto, President 
of the Association, is here this morning with some 


of his associates and will speak to the brief and will 
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introduce his associates; and I would like to enter 


this into the record as Exhibit 323, 


se= BXHIBIT NOs 3252. Beller of. Canadian 


Construction 
Association. 


THE CHAIRMAN: Good morning, Mr. Somerville 
and gentlemen. We are glad to see you this morning. 
We have received your submission which I have found 
very interesting, indeed. We have had an opportunity 
to read it. There is no need to do so again. 

We will have questions to put to you. 

I certainly thought that you covered a 
lot of territory, and I am glad that you stuck to the 
matters which concerned your industry. I must say it 
seemed to me a most happy illustration to be able to 
explain the difficulties of sales tax by the bridge 
gust outside here, that you can almost see, It made 
it very clear indeed to me. 

Sometime we ask our counsel to assist. 

This depends upon the technical content, and so on. 
In this case you have gone into technicalities fairly 
deeply, and we will ask Mr. Coyne to ask questions. 
This will not exclude us from questioning you, but 
I would like Mr. Coyne to deal with this main question 

Before we proceed to the questions have you 
anything you would like to say ? 

MR. SOMERVILLE: Yes, Mr. Chairman, Mrs. 
Milne and gentlemen; First I would like to introduce 


our group. The Chairman of our taxation committee is 
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on my left, Mr. Stein, who is Vice-President of 
Magil Construction Limited, Montreal; then the Vice- 
Chairman of our Committee, Mr. George Moller, who is 
Vice-President of Robertson-Irwin Limited, Hamilton; 
Mr. Thomas Gray, Secretary-Treasurer, Pigott 
Construction Limited, Hamilton, who is onthe left 
here; and Mr. Eric Graham, Treasurer, Pilkington 
Brothers (Canada) Limited; and our staff members here 
today -- Mr. Chutter, our General Manager, and Mr. 
Ken Sandford, our Taxation and Business Research 
Officer; and Mr. George McNay at the back, our Public 
Relations Director. 

L would just like to say a word if\fI may. 
Members of our industry have had cause to be especiall 
conscious of tax matters, as you can imagine, in 
recent months, and we are very pleased to have the 
opportunity of presenting our views to this Royal 
Commission. We have endeavoured to concentrate in 
our brief on tax matters as it affects our own 
operations and those of our clients, which is most 
important, because they make the capital investment 
decisions that bring our business to us. We shall 
be very pleased to endeavour to expand on any of 
these matters that are in the brief, and I have men 
with me who have a wide knowledge of the particular 
problems to our industries and who are here for that 
purpose, 

Thank you, Mr. Chairman. 

THE CHAIRMAN: Thank you, Mr. Somerville. 
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Mr. Coyne, will you now proceed? 

MR. COYNE: Thank you, Mr. Chairman. 

Mr. Somerville, I wondered if we could 
start with some discussion concerning some of the 
general or summary paragraphs that you include in the 
first part of your brief, even although many of these 
points are picked up in more detail in the later parts 
and we may have occasion to refer to them as we go 
through the later parts of the brief. 

I would invite you to turn to page 4, 
paragraph 8. In this section you are dealing with 
some general principles. In the first sentence of 
that paragraph you state: 

"Taxation policies should make a clear- 

cut distinction between capital goods 

and consumer goods". 

iL wonder if you would explain, in a little detail, 
what you mean by this distinction, bearing this in 
mind, that in what is perhaps normal trading there 
are many consumer goods which are also, at least in 
some sense, capital goods. For example, I suppose 

an automobile is a capital good, a washing machine 
is a capital good, in the sense that it is not 
immediately consumed. Now, coming closer to your 

own field, I suppose. a house is.in a sense a consumer 
capital good. 

Would you care to expand a little on this 
distinction that you state here? 

MR. SOMERVILLE: I think the basic 


thinkirg, if I may say so, is that capital goods 
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are those those things that are purchased by our 

clients and become capital expenditures in their 

hands; because anything that goes into a building 
becomes capitalized, 

THE CHAIRMAN: You are not distinguishing 
between consumers' and producers'!, I take it? 

Mr. Coyne was --- 

MR. COYNE: That was to be my next 
question, Mr. Chairman -- whether it would be fair 
to paraphrase the distinction as being between 
production goods and the consumer goods. 

MR. CHUTTER: I think that the Committee 
would like to include the capital outlays by business 
enterprises, but also including a house, which, in 
effect, is a capital expenditure by the home owner 
and is a permanent fixed asset as such. It is, to 
the largest capital outlay of many individual 
families. 

MR. COYNE: Well, then, Mr. Chutter, 
would it be fair to say that the distinction you are 
drawing here is between capital goods plus houses and 
consumer goods less houses? I put it to you, for 
example, that an automobile, so far as the consumer 
ts®eoncerned, is in e¢apital goods there are many 
variations of degrees, but it is a capital good; 
but I take it in this context you would include an 
automobile as a consumer good but a house as a 
capital good? 

MR. MOLLER: I would suggest that perhaps 


this distinction should be drawn closer to the 
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Subject at review and that is taxation. Anything 
which is classified in a taxpayer's balance sheet 

and profit and loss account as a fixed asset would be 
perhaps best considered a capital good; and the 
only capital good in non-producers or non-business 
enterprises, I would consider, that fall into this 
category would be --- 

THE CHAIRMAN: What about furniture? 

MR. MOLLER: Well, it is not as important 
in the first place, and, in the second Pplaceswat is 
not as long-lived; but perhaps we should admit that 
any clear-cut distinction even between fixed assets 
and current assets, from an accounting viewpoint, 
is rather misleading. 

THE CHAIRMAN: I think so. 

MR. COYNE: I may have occasion to revert 
to this aspect, but perhaps we can pass on for the 
moment. I think you have made the idea you have in 
mind quite clear, 

Proceeding now to paragraph 10 --- 

COMMISSIONER PERRY: Mr. Coyne, could you 
ask the witness why he wants this distinction made, 
or maintained? I think myself they have given one 
reason in paragraph 9 which they might cite, but T 
wonder if there are any other reasons. 

MR. COYNE: Mr. Perry has asked a question. 
Would you comment on it? 

MR. CHUTTER: I think the idea in the minds 
of the members is that capital outlays as we have 


described them, do contribute to the expansion of the 
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economy, and the general economic growth. If you 
build anew factory, or a structure, or a means of 
transportation you help in the expansion of our 
country and it is an investment in the future, if 
you will; whereas the other type of outlay has 
already been made and it is consumed and it doesn't 
have any real durability or make a contribution to 
the economy and is without emphasis on the need for 
development of the economy. I think we feel that 
this distinction should be made in the tax laws. 

MR. COYNE: Of course, the distinction is 
perhaps quite clear when you mention a factory which, 
one might say, perhaps, is no different in its way 
from the machinery and equipment which is installed 
in the factory; the whole plant is production goods. 
But when you get back to the question of houses, then, 
could not the same statement be made, for example, 
by the automobile industry with respect to automo- 
biles. Automobiles are things which are of a capital 
nature in the sense that they are not immediately 
consumed, and they are bought essentially for 
consumption, purchased by consumers. 

THE CHAIRMAN: I wonder if it isn't a 
little dangerous to pin this down in the way that 
it seems to me that you are trying to do this. I 
would have thought that we might simplify this by 
trying to get to the details. 

COMMISSIONER PERRY: I think, brie.-y, 
the witness's position is that they are on the side 


of capital expenditure. Not all economists are. 
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MR. COYNE: Could we just go down to 
paragraph 10, where you refer to: 

"A largely hidden but very real cost 

factor related to the multitude of 

taxes in various forms collected by 
the three levels of government in 

Canada is the heavy overhead burden 

borne by businesses in the keeping of 

records, making of payments, claiming 
of refunds ..." 
et cetera ~- and you refer to that same position 
again ln more detail on page 22 in paragraph 53. and 
54. 

Has there ever been any attempt to 
estimate what the cost of this collection and record 
making 1s, particularly in the construction industry 
where it is so extensive because of the complexity 
of the industry in all levels of goods and in many 
special types of taxes and imposts. 

MR. SOMERVILLE: I am going to ask Mr. 
Moller to deal with this question in relation to 
manufacturing contractors, and I am going to ask 
Mr. Gray to talk in relation to the general con- 
tracvine *freld, if Poway. 

MR. MOLLER: If I may I would point out 
that we have been, since June 13, under the terrific 
impact in the administration of sales tax which 
obviously, in our relatively middle-sized enterprise 
with about 900 employees immediately required the 


assignment of four new positions in the company becaus 
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of the imposition of the sales tax on building 
material. 
In any attempt to assess the real cost 


you would have to take into account particularly 


ae terrific amount of time spent -- and, I must say, 


£ 
partly wasted -- by top management people and top 


financial accounting people in coping with the problem 


Cats 
QT 


brought about by the imposition of ie. Way 1 fe COmle. 
Show the Commission, and then submit it Subsequently 
in writing, the maze through which one has to wade 
these days in order to estimate the sales tax on any 
specific construction job. We are on a lot of jobs 
and we have to estimate the sales tax impact on each 
Job, and we have devised a form which is very compli- 
cated, It goes from "A" to "I" points, which have 
to be calculated mainly because of the Smpace Oo. th 
taxes, taking into account the provincial sales tax 
which is imposed and the sales tax exacted by the 
Dominion Government. So if you don't know the 
Dominion Goverbment's tax exactly it is almost 
impossible to calculate or estimate the provincial 
tax; and you can't calculate the federal tax because 
the basis of the federal tax depends on the cost o 
the material at the time you buy it. 

in) my Opinien, 


The complexities are really 


uv 2 


Still not clear to many of our contractors; and 
those who have had to elaborate the accounting systems 
are faced immediately with having to calculate the 

costs and they run basically into the same difficulties 


which anybody in the administration or who are indeed 
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engaged in measuring the efficiency in an office 
which is almost an impossible tax. 

But certain things can be seen because 
they are quite obvious, such as the complication in 
estimating, the increase difficulty in doing business 
and, as I said before, the amount of time and effort 
on the part of people who should be concerned with 
innovations in business, with producing new products, 
or promoting new products or other methods of pro- 
duction and which, I would say, are sterilized to 
the point that they divert all their energy to cope 
with tax impositions, 


These are the things which aren't even 


clear to the people who have to administer the tax. 
L could give you almost dozens of examples where, 
between June 13 and even now, the attitude of the 


Department of National Revenue had changed not once 
or twice but three times concerning the same points 
in the sales tax imposed on building materials. 

I think that by and large the public is 
not aware of this almost unbelievable confusion. 

L was just handed yesterday a new 
explanation on structural steel components, which 


now, in fact, tells us what we should have done in 


August of 1963 
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MR. COYNE: May we return to some of the 
detailed aspects you have mentioned when we come to 
the sales tax section itself. Let me ask you one 
important general question. To what extent are the 
complexities or difficulties to which you refer, parti- 
cularly in estimating cost per job, the result (a) of 
the novelty of the tax, the fact that it is new and that 
even the Department have not been able to work out the 
details of it effectively, and (b) the result of this 
transitional period where the tax is to go up in stages? 
Are those the principal sources of the difficulties, or 
will these difficulties you refer to remain after the 
tax has ceased to be novel and this transitional: period 
is passed? 

MR. MOLLER: Sales tax at all times was a 
Gifficult subject. I think no one will deny that, even 
the Department of National Revenue. But the combination 
of sales tax and construction is something like two 
elements which do not mix. This marriage, I think, will 
never work out because, speaking particularly from the 
viewpoint of the manufacturing contractor, the division 
between the manufacturing part of the enterprise, which 
is the only part subject to this imposition, and the 
construction aspect which is not subject to the tax is 
the same combination which, dependent on the organization 
of the enterprise, must lead to discrimination or very 
bad inequalities and inequities between the individual 
firms engaged in the same line of business. This on- 
site’and off-site manufacturing has many other aspects. 
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application of manufactured products in itself was 
always a difficult one to handle, but as long as it 
applies to appliances like TV sets and other things 
could be coped with. Because the magnitude of the 
expense for the material part of the job made the 
application or installation cost relatively unimportant. 
This is not the case with construction 
material, because you can find, for example, wall panels 
being constructed right in the plant complete, or you 


can ship the components to the site and put the outer 


on the cost of the individual component. 

An attempt has been made to offset that, not 
with wall panels but with floors and decks, for instance 
through adjustments in the budget; but I think it does nlot 
cope with the intrinsic difficulty of keeping manu- 
facturing and direction apart. This is the thing which 
will not be avoided by getting familiar with 
lations or building them up, because I am afraid that 
we are getting to more and more exemptions or into more 
and more inequaties. 

MR. COYNE: Thank you. There are many 
aspects to Mr. Moller's answer to which I think we will 
want to revert, Mr. Chairman, but it might be preferable 
to leave them now. 

THE CHAIRMAN: Mr. Moller, I was about to 
Say, was giving us a very full answer indeed, but while 
we are being general now we will, of course, come back 


to this when we are specifically on sales tax, 
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1 

2 

3 MR. GRAY: In connection with the general 

4 contractors, perhaps I might say that we have not quite 

5 the same problem as the manufacturer. In fact, we have 

x no connection with themreally. However, we do have 
such things as income tax deductions, unemployment 

7 
insurance, vacation pay, sales tax, dominion and 

8 provincial. We also have sales tax on machinery, for 

9 example, which we buy in Ontario to ship to Quebec, 

10 You must pay provincial tax in Ontario and you must pay 

11 provincial tax in Quebec. 

12 MR. COYNE: Would you say that there are 

i additional charges which you bear over and above what 
ordinary businesses may bear -- this is the point you 

= are making now -- because of your mobility of moving 

15 from one jurisdiction to another? 


MR. GRAY: Yes, we have. Possibly I shoulc 
Say that I have been in business for about 17 years, 
and during that time, when I first started we used to 
have a rule of thumb that one man on the job could 
handle about 250 men. Nowadays ~ they are lucky if they 
can handie 100 men with all the putting of stamps into 
books, keeping track of income tax deductions, unemploy 
ment insurance and so on. Then in the head office there 
is the usual increase in the staff. At one time we used 
to have two people on the pay roll, but we now have 
five, 

MR. COYNE: But you have not made any actual 
Study in detail or any attempt to determine what the 
level of costs in these factors are; you rest on this 
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MR. SOMERVILLE:: Not in dollars, no. 

MR, MOLLER: I would say that the impo- 
sition of sales tax on building materials has at 
least doubled the clerical work, 

MR. GRAY: We now have refunds of sales 
vax from the contacts which were under construction 
at the time of the budget. They are now Subject to 
a rebate, That is a terrific job. Talking of regu- 
lations, there is the Supplier of materials who include 
Sales taxes in his price, and there is not a thing in 
the law which makes him put on his invoice what tax 
is included in that price. Therefore, we do not know 
what to ask for rebate, 

MR. MOLLER: Perhaps I should explain that 
my statement about the doubling of the staff has 
nothing to do with the refund, which will be temporary , 
because we have not filed one refund claim yous “nav 
may be due to some inefficiency, or” perhaps I should 
more properly say because of my doubt that the basis 
of the refund has really been determined by now. 

MR. SOMERVILLE: I might just add to that, 
Mr, Coyne, that one of our general contractors with 
his head office in Montreal, who operates right across 
the country, estimates that in his business the 
additional sales tax imposed in June of last year will 
cost him an additional $50,000 to administer per annum. 
This is in a business doing $30 million to $40 million 
over-all construction and has sizeable contracts. The 
Size of this is terrible when you think that the average 


profit in the construction industry in that area is 
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less than one per cent. 

MR. COYNE: Thank you very much. I think 
there are many aspects of this which we will want to 
come back to when considering sales tax in more detail. 
Would you now turn to page 5, where you are setting 
forth certain principles of taxation. I am interested 
in No. 3, where you say: 

"All taxes should be certain and adequate 


advance notice be given before their 


Then on page 12 you go into more detail on this aspect 
of it, and in paragraph 23 you say: 


"The procedure for the preparation of our 
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budget in Canada ... has become impractical, 


inflexible and rip 
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of the preparation of the budget has pre- 


vented ... a thorough study of the planned 


62 


fiscal measures.", 
and so on. 
Then on page 13, paragraph 25, you say: 
"Tradition has brought it about that 
tax measures announced in the budget 
become immediately effective. It is 
submitted that this tradition is again 
not in keeping with modern economic 
developments and should be abandoned, 
Further on you suggest advance notice which would give 
the taxpayer sufficient time to rearrange his affairs 
in order to cope with the changed tax situation. 


My question is whether you are putting these 
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thoughts forth in what you believe should be a 
general principle applicable to all taxes, or whether 
you really have in mind the difficulties, for example, 
which your industry is in as a result of a sudden 
imposition of the tax affecting previous commitments. 
I put this to you, if this is the general proposition 
that you are suggesting. If, for example, there is 
an excise tax on automobiles, obviously if the minister 
announces three months in advance that as of a certain 
date he will impose a ten per cent excise tax on auto- 
mobiles, then everyone will try to buy their automo- 
bile before that date and there will be a great up- 
surge of demand to beat the tax, 

By the same token, if he announces three 
months in advance that an existing ten per cent excise 
tax on automobiles is to be removed, everyone contem- 
plating buying a car will defer doing so until the 
three months period is passed, in which event they 
will purchase the automobile tax free. 

I put 1t to you that perhaps it is these 
sort of taxes which are of a more prevalent kind in 
the over-all picture than the sales tax in relation 
to building material affecting prior commitments. 
Would you indicate whether you are speaking in general 
terms, or whether you are only suggesting that advance 
notice be given in certain circumstances, and if so 
what circumstances? 

MR. SOMERVILLE: I should just like to say 
before I ask Mr. Moller to answer that that the whole 


thing points out the fact that if a change is a large 
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one it will create the greatest confusion, no matter 
which way you do it, The confusion is very difficult 
to describe in the consumption industry at the moment, 


and the confusion which came about in June was 


As an example of a smaller tax of which 
notice was given and which caused no problems there 
was the imposition of the three per cent sales tax 
at the consumer level in the province of Ontario a 


few years ago. The construction industry was giver 


four or five months notice of this tax and we worked 


Papo ee ea 
‘o10 a= b o> 3 Ts 7 . 
COZCCTHNeCr WLEN 


Ontario and had all the rules and problems worked out, 
so that when it came about it worked very smoothly. 


That was a three per cent tax. If it had been a ten 


been a surge of some activity somewhere, 

to me it comes back to the point th 
first of all you should not have these large staggering 
changes, and that when you are going to make a change 
it will have complicated rules in it. Be it large or 
small, advance notice is essential. 

MR, COYNE: Then is it fair to say, Mr. 
Somerville, that you are not suggesting in the para- 
graph to which I referred that all tax changes be 
announced in advance, but that certain of them which 
would have these affects could be dealt with in the 
manner you have suggested? 

MR. SOMERVILLE: I think that is right. 

MR, MOLLER: I should like to put one thing 
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1 
2 
3 forward. “I think that the secrecy of the budget was 
4 historically brought about --- I am not CPYLNe bo put 
5 myself forward as an expert in the System of taxation, 
, because there are people in the room who know much more 

about it than I, but it was mostly brought about by 
7 

tariff changes, excise taxes, importation taxes or 
8 2 

duties. 
9 It is clear that any such change would 
10 affect the economic disposition of the taxpayer, the 
11 consumer or importer. I think that with the fast 
12 moving economy as we have it this consideration has lot 
13 most of its impact. 

Mr. Coyne asked whether we suggested this 

14 

as a general attitude and I would say yes, as far as 
15 f Lee Ae tes io es 

imposition of tax is concerned, not the relief of 
16 taxation, We have a very good example now, gentlemen. 
17 There is an announced increase in taxation in OntarLo, 
18 dhe guess is that sales tax will go up from three to 
19 Five per cent.» Thateomay be a-“completely wrong guess, 
20 but let us for the moment assume that it is COLUeLG . 

We have issued a memorandum in our company to discover 
va 

precise areas where it would make sense to accelerate 
22 2 = C a Ey 

our buying so as to escape this imposition of an 
23 : 

additional two per cent tax. You will probably not be 
24 Surprised to hear that anything to be bought which will 
25 not be used for two months, such as an automobile 


26 bought two months ahead, will be abortive of this tax 


7 escape. Anything which you buy three or four months 

28 ahead carries storage charges, inventory charges and 
loss of use, such as with an automobile, and this would 

29 


30 
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not make sense, 

[I admit that this is a two per cent impost 
which we are talking about, not an 11 per cent one, 
but may I respectfully submit that if the imposition 
of sales tax put on construction materials had been 
discussed with the industry beforehand, the intro- 
duction of this tax could have become an orderly 
procedure -- and again we should refer to Ontario -- 
whereas I think even the staunchest defender of the 
policy under which this tax was imposed will have to 
admit that three times changes had to be made in order 
to make it reasonable, which should be enough. ‘The 
disadvantages of disclosing this intention before 
would have been much smaller than those caused through 
the sudden and not well prepared -- I do not think that 
is disputed -- imposition of the tax, 

THE CHAIRMAN: You are talking of an eleven 
per cent rate, are you; Mr. Moller? 

MR. MOLLER: I would say that even if it 
had been a four per cent rate that is the case. First 
of all, it would have been a four per cent rate. We 
know that the tax had to be reduced. Secondly, even 
a four per cent rate would have been better imposed 
after the industry had been able to help develop some 


rules and regulations beforehand, not after. 


THE CHAIRMAN: While I might not find it too 
difficult to accept what you say with regard to a four 
per cent rate, I find it a great deal harder with 
regard to an eleven per cent rate. My question is, 


do you make this statement having regard to an eleven 
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per cent tax which was contemplated at the time of 
the budget? 

MR. MOLLER: May I go back to Mr. Somervillel's 
statement, which I think is profoundly correct, that 
no tax impcs ition should be made which is of such 
magnitude that it disrupts the normal flow of trade. 
Perhaps I have illustrated it with the two per cent 
tax now threatened in Ontario. This will not disrupt 
anything. In fact, it will make a very small impact 
on our buying decisions, or on the timing of them. Be- 
cause if itgoes beyond a certain point, savings are 
eaten up by interest, inventory charges and so on. 

Any tax like an eleven per cent tax which is imposed 
is not, in my opinion, reasonable. 

THE CHAIRMAN: So there is no purpose in 
answering the question which I put to you? 

MR. SOMERVILLE: It is difficult to answer 
that question because we concede that the advance 


notice of eleven per cent could cause the things which 


THE CHAIRMAN: You simply say that there 
Should never be a jump of eleven per cent. 

MR. SOMERVILLE: That is true. 

MR. GRAY: Your own eleven per cent tax 
on the other goods other than construction was imposed 
in various stages. 

THE CHAIRMAN: It is not my tax, thank you! 

MR. SOMERVILLE: Mr. Stein has a point he 
would like to make in this connection which I think 


reinforces the position. 
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MR. STEIN: I am in no position to speak 
intelligently on the magnitude or exact percentage 
by which a sales tax imposition should be applied. I 
would, however, like to bring to your attention the 
fact that the construction industry is one of the few 
industries, if not the only industry, in which a 
commitment is made, a contractual obligation, to pro- 
duce a building or any piece of construction work for 
a fixed price, notwithstanding any impending changes 
in labour costs, sales taxes, or sometimes in the 
purchase of materials. Some of these commitments last 
for a long time. Lump sum contracts are awarded which 


will last for two to three years, sometimes longer 
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I would say that the average length of a construction 
project can be considered to be in the ViCcuricy at 
one year, 

COMMISSIONER WALLS: Do you not have 
@ clause in your contract stating that this is 
your price, but subject to any changes in sales 
tax? 

MR. STEIN: If you introduce that kind 
of a clause into your tender, your tender is not 
acceptable; it is completely disqualified. 

COMMISSIONER WALLS: Is there not 
a tendency now in your industry to put that clause 
in the contract, so if you are all doing it they 
would not be able to disqualify them? 

MR. STEIN: I think the lead is 
taken by the owners of the construction, who must 
know exactly how they can budget, and one of the 
clauses in the tender documents and specifications 
is "Not subject to change in price by any changes 
in labour rates, materials, tax, ete.” 

MR, SOMERVILLE: The Federal government 
is one exception now, with the new contract form 
that they have. The previous form set out that 
they wanted a rebate if it went down, but they 
would not allow anything if it went up. 

COMMISSIONER WALLS: That is why I 
asked the question. It seems to me that the 
Federal government has created a precedent which 
your industry could very well follow. 


MR, SOMERVILLE: We might be able 
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to do that, but we have not been able to sell it 
to anyone so far, 

MR. MOLLER; May i point out, sir, 
that this is not quite a comparable situation, 
because the Federal government as such is the 
one which on the first hand imposes the tax, 
and on the other hand now agrees to give it back, 
or to rebate it. The owner does not impose any 
tax, and therefore he feels he should be in no 
position to pay more because the government impose 
the tax, 

MR, GRAY: Of course, the government 
put that in their legislation, In our brief we 
asked for an exemption of the tax, and instead 
of that we have to go through this elaborate 
rigmearole and -- 

THR CHATRMAN: We will come to that 
later on, Let us not get into the sales tax, 

Ro perv.cuLar, abv this time; 

MR, COYNE: Mr, Somerville, I wonder 
if we could turn the page to page 6. 

I have one more question on this before 
we proceed to the sales tax section and come back 
to the other taxes later. Paragraph 14, sub- 
paragraph 2 states: 

" Fiscal policies should similarly 

be used to reduce the seasonal fluc- 

tuations in construction activity 

by such means as 


(a) accelerated write-off allowances 
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1 

2 

3 based on wintertime construction 

4 payrolis: 

5 (b)the exemption from sales tax of 

? items used to facilitate wintertime 
construction," 

7 

8 


You refer to thisestbjectacainvin 
Some detail on page 27, but I think we can con- 
Veniently deal with it here. Let me put one or 

wo propositions to you and then invite your 
comments, 

I think one of the principles which 
you Suggest, either expressly or implicitly, in 
this brief and which many, many others have also 
Suggested, is the desirability of simplicity and 
certainty in the field of taxation to the extent 
that it is possible. But: Io puteit. toeyoul that 
to devise a system of accelerated write-off allowances 
based on wintertime construction payrolls would 
probably be an exceedingly complex and difficult 
scheme to introduce, and as far as the exemption 
from sales tax on the items used to facilitate 
wintertime construction is concerned, the problem 
there of identifying the items which would be 
Subject to the relief, as against items which 
were not subject to relief, would be even more 
complex. 

Also, of course, any tax incentives 
of this kind introduce an element of discrimination, 


in the general sense, into the tax structure. 
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Why is it not more desirable to achieve 
the results which you are seeking through forms 
of direct subsidization instead of direct tax 
incentives as for corporations? 

I suppose the winter works program 
in the public sector was a device which was intended 
to have this effect; the $500 allowance on winter- 
time construction is a similar one. Would you 
explain your views as to the relative advantages 
of these two approaches, the one through the 
tax structure and the other through direct sub- 
Sidization, 

MR. SOMERVILLE: I think I am going 
to let somebody else explain this, but one of the 


things I would like to say is that the basis of a 


to the levelling out of the employment picture. 
This is the reason that we want this; 

it is to help employment. We feel it has been 

SO successful in the public field that we think 

it could be extended in some way to the private 

field, not so much to help the man who is building 

his plant to get a cheaper plant, but to get him 


to do it in the wintertime in order to help the 


employment picture, This is the principle behind 


THE CHAIRMAN: Ts there any general 
measure, or yardstick, or rough approximation of 
the additional cost of winter construction? What 


do you think that would amount to? 
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1 
2 
3 MR, SOMERVILLE: We did quite a detailed 
4 Survey of construction jobs carried out in places 
5 like Montreal and Winnipeg and some of the northern 
, cities in Ontario, and I think some 50 projects 
were reviewed, all in the area of $750,000 to $34 
: million, We asked these people to tell us, not 


what the cost was, but what they put in their 
estimate, because this is all the owner pays, to 
take care of wintertime construction, The average 
increase was in the neighbourhood of one per cent, 
When we studied these projects in detail, we felt 
that the early occupancy far outweighed that one 

perm cenl Additional cost. 

THE CHAIRMAN: So, in fact, there 
Is no difference, really? 

MR, SOMERVILLE: Except in exceptional 
cases. On the average in building construction, 
I would say none. 

THE CHAIRMAN: Why, then, do we have 
peaks? 

MR, SOMERVILLE: Because people are 
still not convinced. We are working at it. The 
fact that they are getting closer to being convinced 
can be borne out by the fact that there are more 
construction workers employed during the winter 
months now than there were in the summer months 
ten years ago. 

COMMISSIONER GRANT: Would that apply 
to the commencement of a contract in the winter 
months? Would you say the one per cent would be 


more applicable to the point where you had, for instanc 
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your concrete, your footings and your excavation 
completed; that is, when the concrete was poured 
and you were closed in? Does that make any 
difference? 

MR, SOMERVILLE: No; I think the 
greatest benefit comes, from my point of view, 
when you start in the late fall or early winter, 
when you start the job. On the average it really 
does not matter a terrible lot, because you are 
into one winter or the next one, and on some jobs 
it would be less costly to put in the foundations 
in the winter and in others it would be more 
costly, with heating it and replastering, and so on. 

MR. MOLLER: My company is going in 
the direction of rough deck floors and wall panels, 
which are all outside jobs, not sheltered. We have 
a clause in the contracts which are supposed to 
be scheduled not for the winter time. But if as 
a result the contract should extend into the period 
after November 15, through no fault of ours, and 
up to and including March 31 -- I am quoting from 
memory -- we add 15 per cent to the labour costs. 
This has been borne out through some studies over 
the years, that in cold weather, particularly 
freezing weather, but not in stormy weather, be- 
cause in stormy weather we do not work -- if it 
is raining or snowing, the sheet metal worker or 
iron worker walks off the job. 

MR. SOMERVILLE: You are spoiling my 
argument. 


MR, MOLLER: I think we should tell 
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the story from our side. It would be 15 per cent 
on the labour cost, which is not a big contrast to 


what Mr. Somerville said about one per cent of the 


ct 
1@) 
or 
a3 
Ye 
ch 


THE CHAIRMAN: No, And the interior 
work is unchanged, of course, 

MR. MOLLER: That is right, and the 
material is not costing more. So the 15 per cent 


may be similar to the one per cent that Mr. 


Somerville quoted. It does not make a very 
big difference. If you go into it, it may work 
out at exactly the same figure. 


MR, SOMERVILLE: We have not answered 


Mir, Coyne's question, Iwill get Mr. Chutter to 


MR; “CHUPTER: Relating specifically 
to your question as to why we should do this rather 
than have subsidies, I think the feeling was that 


4. 


this was a brief to the Royal Commission on 
Taxation and, as there may be alternative methods 

of getting these things, this brief would concentrate 
on those in the taxation field. 

With regard to direct subsidi as 
opposed to other forms of tax relief, I think there 
has been a reluctance on the part of the government 
in the past, and on the part of the industry 
itself, to suggest such action. This was a very 
unusual action that was taken, and it may be of 
relatively short duration. 

With regard to the point that it would 


mean complications in the tax structure, this cer- 
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tainly would involve some on the part of the buyer 
of the building; but it is felt that it would be 
no more difficult than the present procedures which 


are followed with regard to municipal contracts and 


others, which now constitutes a large program, The 
proposed procedure is identical, Lhatols , eipeas 


based on wintertime payrolls and we suggest that 
if would be only an application of that. 
The cost of construction may average 


out at a relatively nominal amount, but there are 
varfations to that theme, of course, of considerable 
size. Apart from that, there is this tradition 

of prejudice against wintertime construction, that 
it is inferior or exceedingly costly. The industry 
is not at all impressed with that in most cases, 

but the owners are the people who pay the bills 

and they have to be convinced. 

The municipalities are doing an amazing 
amount of work which they never did in the winter 
before, because they have an incentive to do it. 
Inasmuch as private works constitute about twice 
as much as public works, we feel this should be 


applied to private works and construction because 


L 2 


presumably they might jump. to the incentive with 
even more alacrity than the municipalities. 

With regard to the question of the 
men involved in operating these programs, it may 
be of interest to the Commission to know that there 


are more people in the Department of Labour con- 


cerned with the administration of the $500 bonus 
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than there are in the other sections of the depart- 
ment administering the winter works incentive 
program, by far. But that is by the way. 

With regard to (b), the exemption of 
items from sales tax, I must say that this is 
a recommendation which dates back pre-1963 budget, 
when at that time it was one of the general ironies 
that whereas the majority of construction materials 
were exempt from sales tax, those substantially 
used to facilitate wintertime construction, such 
as heaters, tarpaulin, polyethylene sheeting, and 
So on -- they are only three or four in number -- 
would be all taxable, This is mainly a psycho- 
logical suggestion, if you will, to exempt them. 

But it seemed rather ironical that this should he 
the position, in as much as the government was 
strongly in favour of the idea of wintertime 
construction, 

As to the objective here, to provide 
employment, and the fact that there are more people 
employed in the winter time in the industry now 
than used to be the case in the middle of the summer, 
the number of unemployed people designated as 
construction workers is also higher and there is 
a matter of a 30 per cent or more spread between 
the peak and the depth in construction employment, 
So the problem is still there and it is a real one, 

MR, COYNE: I suppose, accepting what 
you say as to their being no real difference in cost, 


the problem, would it be fair to say, is really an 
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educational problem rather than a fiscal one? ir 
may be doubtful as to whether the government would 
be justified, in those circumstances, in reducing 
its tax revenues to overcome this educational 
problem, which is essentially one for the industry. 

I have in mind the prejudice against 
winter work, which seems to be irrational, from 
what you say. 

MR. SOMERVILLE: On the other hand, 
sir, the government would save a certain amount of 
funds in the unemployment insurance area, so they 
really would not be robbing themselves of anything, 
They would be paying it out of one pocket and would 
keep something in another pocket, From that point 
of view I think it is justifiable; and we have 
found that with the help of the municipalities, 
by being subsidized, education in this regard has 
been greatly enhanced. 

THE CHAIRMAN: I do not think the 
government would save money in regard to unemployment 
insurance, It would save money in the winter and 
would pay it . out in the summer, that is all, assuming, 
as you seem to suggest, that summer construction 
would be down. 

fR. SOMERVILLE: There are a great many 
people who do not work in the construction industry 
in the summer that all of a sudden appear in 
construction in the winter. 

MR, CHUITER: Although a lot of jobs 


are one year or more, there are a vast number of 
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construction projects which are of shorter duration -- 
perhaps not carried out by the gentlemen seated to 
my left -- and which are of four, five or six months 
duration, which in the aggregate add up to a great 
Geal of construction employment. They are the 
ones that may well appeal to the owners if they 
have an incentive to go to the winter instead of 
the summer, The big jobs involve working in the 
winter anyway. 

MR, COYNE: It might be convenient 
now, Mr. Chairman, to turn to the sales tax section 
of the brief which commences at page 42, 

THE CHAIRMAN: For our convenience, 
My, Somerville, we thought we would take sales tax 
first, if it makes no difference to you people. 

ME. SOMERVILLE: No, sir: that is fine. 

MR. COYNE: You commence with some 
general statements under the general heading of 
"Sales Taxes” in paragraph 111. You ‘Say, 
As pointed out earlier in the 
brief, the CCA is opposed to the 
application of any sales tax on 
construction materials and equip- 

2 


ment on the grounds that it con- 


stitutes a taxon capital." 


Then you say: 
"The Association is similarly opposed 
to the imposition of sales tax on 


production machinery and equipment, — 
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Reverting to the question of a sales 
Gar, eifyous likes von consumption or on consumption 
goods, why in your view should any Gistw@nepion! be 
made between consumer capital goods to the extent 
of imposing tax on most, if not all of them, such 
as automobiles, washing machines, furniture and 
the like, and not imposing some sort of sales 
tax burden on houses, which at least in one sense 
fall into the same category as other capital goods 
purchased by consumers? 

MR, SOMERVILLE: I am going to ask Mr, 
Stein to talk to this in detail; but generally 
speaking I think we just make our point again 
in this respect. You put houses in the same 
category as other manufactured goods for sale, 

We think that the things that might be taxed, 

as opposed to the things that go into the capital 
structure, are in themselves small things. The 
base is spread over many, many people, whereas the 
building that is built creates employment for more 
people and makes it possible for us to be competitive 
in world markets. 

MR YW oCOyNE: This is why I would like 
to get back to the distinction again, Certainly 
I can see the proposition that a factor of production 
goods is in exactly the same category as machinery 
and equipment, It is production apparatus 
designed for the production of goods, and an argu- 
ment can be made that production machinery, equip- 


ment and apparatus -- in fact, all production costs -- 
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should be exempt from tax, But surely a house is 
in a different category. A house is not something 
which is used to produce goods; it is something used 
by consumers to provide themselves with shelter, 

in the same way that an automobile is used by con-= 
sumers to provide themselves with transport. And 
One could so ony; sof rcourse, 

It would be interesting to know what 
distinction you draw between houses =-- which, of 
course, is the aspect with which you are concerned -- 
and other goods purchased by consumers with which 
other industries are concerned. 

MR. SOMERVILLE: Basically, I think 
it is the size of the expenditure. 


VEE, “CAAT RAN I would like to ask 


oo 


question on this, Mr. Somerville, You tried to 
switch it away from consumer to production, which 
spoiled your answer as far as I am concerned, because 
that is too easy. But I look at the analogy of 
houses and clothes. They are both coverings. We 
tax our clothes and we do not tax our houses. That 
is what you suggest anyway. 

I would have thought that if the test 
is essentiality we would have reversed that, that 
clothes would be exempt before houses would be 


exempt. 
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So far as employment goes it takes people to make 
clothes and it takes people to make houses. When 
we come down to houses, I am in the same position 
as Mr. Coyne. 

MR, STEIN: I am not an economist and 
I am not a tax expert and I ean only speak from 
the point of view of someone engaged in actual 
construction, and I would say that to every rule 
there must be an exception that proves the rule, 
and perhaps you must consider housing as one of 
these exceptions. 

One thought that occurs to me is that 
substantially the same materials are used in housing 
as are used in constructing a factory building, and 
if we are trying to simplify the tax structure 
whereby materials used for one purpose are taxable 
and the same material used for another purpose are 
non-taxable, I think we are only going to complicate 
the issue, 

MR. COYNE: Well, of course, this is 
an issue, Mr, Stein, which many of the manufacturers! 

burden 
have faced. through the / of their manufacturers 
salésttaxy bub (just rto (pickup tyotr “point in 
paragraph 113 on that same page, you specifically 
recommend a simplified method of collecting such 
taxes: 

" ,.whereby a single tax is levied 

on the value of the completed work 

at the rate which «was... approximate 


to the Federal and/or Provincial 
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Sales taxes on the construction 
materials used in the project," 
What would be your objection, in effect -- and this 
may be over-simplified -- to making a contractor; 
in effect, for tax purposes a manufacturer. He 
would then purchase all his materials tax free under 


his manufacturer's licence and there would be a 


tax imposed on the finished product. 

Conceivably, one might argue that in 
the case of a factory and goods which are of a 
production nature, that the manufacturer, as the 
one who built the factory, should be entitled, if 
production machinery is exempt, to purchase the 
factory even under licence in the same way as 
prior to June 13 he was able to purchase production 


4. 


materials free of tax? 


Has the Association given any thought 


Fae 


to this type of arrangement, or would you care to 


comment son” 1G? 

MR. STEIN: We have given a great deal 
of thought to it, and basically the concept of this 
method is good and sound, because it would certainly 
reduce the administrative costs of tax collecting, 
tax payments, tax refunds and tax accounting, and 
i-think it could work. 

There is, however, always the danger -- 
this is, perhaps, a personal opinion and other 
members of the Association may not agree with me -- 


that you are opening the door to discriminatory 


taxation when this element of labour becomes involved. 
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MR. COYNE s> “Wel Lj Suppose in the 
case of other goods which are taxable the labour 
content of those goods is indeed taxed, because 
the tax is imposed on the selling price. Mind you, 
there is always the question of rates, and your 
Suggestion here, I take it, in eres, igathar 
the reduced rate be applied as a Single tax, roughly 
to be equivalent to the appropriate rate on the 
material content only. 

ME ODEN 6 roRTeRe . 

MR, COYNE: But would that not be 
possible under the other scheme? You might argue 
that the rate should be 6 per cent instead of 11 per 
cent on houses. 

MA. CHUDTER: With reference to houses, 
this would seem to me to be the main purpose, 
because they run about 30 per cent of construction; 
but you compared a. shelter with clothing, and I 


think the third fundamental for a product which 


is exempted -- I wonder if I could introduce the 
term "social capital" -- I am not arguing whether 
it is right or wrong -- but usually there is a 


distinction made for certain types of projects which 
call for social capital and are exempted -- schools, 
universities, libraries, hospitals; and generally 
Speaking housing is included under most breakdowns 
aS an item of social capital. 

The background to postwar sales tax 
exemption, of course, was that they reinstituted 
the term because of the administrative difficulty, 


and the rest of the industry, you might say, benefited 
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from this conditional exemption, In our industry 
we have various projects using identical material, 
but the exemption was given to housing because 

it was desirable for social reasons. 

I would also wonder if you would 
make a distinction between housing and apartment 
buildings, because actually apartment buildings 
are rental accommodation and are now becoming 
an increasingly important factor in the housing 
market. Predictions are that they will exceed 
the half way mark before long, An apartment 
building is, in fact, a capital outlay for in- 
vestment. It is subject to depreciation, and 
its taxation treatment is different. Does an 
apartment project which gives shelter differ from 
a house which gives shelter? 

MR. COYNE: It perhaps raises a 
problem. 

I take it that essentially what you 
are suggesting is exemption for housing on the 
ground of essentiality on the same basis as the 
exemption for food; but in that event would it 
be possible to give effect to some form of 
essentiality of this nature by saying that all 
houses under a certain value should be tax exempt, 
but if above that value, such as a $100,000 mansion, 
should probably bear tax? 

THE CHA IRMAN: i wonder) if Titcomid 
cut in, unless there is an answer coming. There 


is an answer coming. 
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1 
2 
3 MR, CHUTTER: I think the Department 
4 of National Revenue should perhaps answer that one, 
5 From the administrative standpoint the number of 
houses which will run into the mansion elass is 
6 
so small that the revenue involved and the 
7 2 
administering -- 
8 "hat Nir 
THE CHAIRMAN: The answer would be 
9 in the affirmative, subject to administrative 
3 
10 difficulties which rule it out. 
11 MR. COYNE: And = ake it, “also, 
12 that there is the question as to whether any worth- 
13 while revenue would be likely to be earned on the 
higher priced house. 
14 be ; , 
THE CHAIRMAN: They do not argue 
15 : 2 eae 
with the principle, 
COMMISSIONER WALLS: To get away from 


the matter of the assumptions which can be drawn 
from your recommendations in paragraph 113. 1% 
seems to me that there is some merit, of course, 

in your suggestion in paragraph 113 because it 
places those in manufacturing in the same situation 
under the present type of tax.a8 18 the case of the 
end-use manufacturers, where all the way down 
the line the components are exempt from tax, the 
the tax is put on the finally manufactured product; 
but so far as saving in administration, as has 

been mentioned, if the tax is continued as a 
manufacturers! tax, the administration would be 
almost as great as it is today, because you will 


have to licenSe building suppliers, 
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subcontractors, and your final contractors. Of 
course, they obtain the exemptions all the way 

up the line from the initial manufacturer. That 
ismunder the tax as it is today. Though I would 
question that you would escape too much from the 
administration, which is what you seem to emphasize 
in that paragraph. 

MR, MOLLER: May I respectfully submit 
that the administration of the manufacturers' sales 
tax at the manufacturer's level is difficult DUG, 
in my opinion, it is incomparable with the Gipnber Let y 
that the contractor runs into now, because he is 
a collector; if you want to put it that way, of 
almost sometimes an indistinguishable maze and mass 
of components going into his work, which the 
manufacturer is free of worrying about because 
he pays them under his manufacturer's licence, 
and then the tax is imposed -- and I do not want 
to go into the details of manufacturers! sales 
tax, but it is imposed at one specific point 
as one tax to be paid, Particularly, the 
manufacturer/contractor is, 2D think, «Gre most 
unhappy of all creatures through this imposition, 
because he is really committed as half a manu- 
facturer and half a contractor, and it becomes 
aimost impossible to distinguish between the two 
Func tions, If he could buy everything on the 
manufacturer's licence and then be subject to a 
lump sum tax -- meaning not the 11 per cent, of 


course, but an appropriate lump sum arrangement -- 
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he could administer the tax not as simply, perhaps, 
es thesmanuLracturer, but certainly inca mueh less 
complicated way than the contractor does at the 
moment. 

COMMISSIONER WALLS: Perhaps you may 
be correct. 

MR. SANDFORD: The idea behind this 
is not that the contractor should become a 
manufacturer and operate on a manufacturer's licence; 
the idea is that the tax would be on the completed 
structure; whereas -- and this is assuming that 
our first suggestion is going to be acted on -- 
the compl&éed structure would be taxable at an 
appropriate amount of tax; and the taxpayer would 
be the owner, the collector would be the government, 
and the contractor would not be involved. The 
tax would then be levied on the owner unless the 
owner should happen to be -- 

COMMISSIONER WALLS: But how would 
the manufacturer, let us say, of house hardware , 

locks and handles, and so on, know whether that 

item was going out to a building contractor to go 
into a finished house, or going for any one of the 
myriad uses that they may be bought for? He would 
have to have some type of exemption form, and as 
soon as it went out to other people it would have 
to be registered and have another exemption form. 

MR. SANDFORD: I would suggest that 
as building hardware is not a large percentage of 


the industry, to be put in a completed structure of 
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some kind, there may be a few missed; but if they 
are used they are covered by a building permit; 

and if you did not worry about the odd use of a 
door knob, the amount of revenue involved would 
be@veny small; And most of it would be collected 
off a completed project; and the amount of loss of 
revenue would not be great. The tax would be at 
the time the building --- 

COMMISSIONER WALLS: Let us leave hard- 
ware. Take cement which has a multitude of uses. 
They would have to have some means of identifying 
where that cement was going. 

MR, SANDFORD: It would be the 
responsibility of the owner in the case of cement 
going into a building on an engineering project; 
and in most engineering projects the owners have 
the exemption; and so also with the tax on roads 
and highways. 

THE CHAIRMAN: On the same question: 
Are you proposing that all building materials 
be exempt from tax? 

MR. SANDFORD: No. The suggestion 
in paragraph 113 is that the method of collection 
be changed. Our caress suggest Lonyeohecourse, as 
to be exempt, but if this is not acted upon, then 
they should be collected as a percentage of the 
completed building’ project. 

THE CHAIRMAN: I recognize that; but 
how would you carry this out? Would this not 


mean that all building materials would be exempt? 
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MR, SANDFORD: At the time of purchase 
from the builder. 

THE CHATRMAN: From the manufacturer? 

MR, SANDFORD: Yes; and the tax would 
come on at a later stage. 

THE CHAIRMAN: There 1s an awful tot 
of building material that does not go into buildings -- 
wire, plumbing, cement. 

MR. SANDFORD: Most of them end up 
Ta DL Oones:, 

THE CHAIRMAN: You say "most" but I 
would like to put it perhaps on a 50-50 basis. 

MR, MOLLER: I submit that exemption 
certificates would have to be given by the 
construction industry, and I cannot see too much 
of a difficulty in that because it is going on 
all the time, It would be a construction industry 
licence instead of a manufacturer's licence, and 
it would have to bear a few different features 
than the manufacturer's licence because of the 
variety. But I cannot see how we could get away 
from an exemption process altogether, 

THE CHAIRMAN: Or a licensing procedure? 

MR. MOLLER: Yes. Tne “point ws thar 
there would be a terrific saving in administrative 
procedures because of the unnecessity -- the 
rerinduisninge of Ticupinge-or tnis tax throven all 
these stages, 

THE CHAIRMAN: It would bring down 
the labour in the tax but in compensation for that 


it would bring the rate down. 
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MR, COYNE: It would also simplify 
estimating problems. 

MR. MOLLER: Yes, terrifically. 

The big thing is that today everybody is taking 
the risk in estimating sales tax on components at 
Tee Der Cenc. 

MR. COYNE: There is one question that 
I might ask arising out of what Mr. Sandford said, 
and that is that you suggest that the contractor 
should have no responsibility for the tax at all; 
it should be imposed on and collected from the 
purchaser, 

I take it from that that what you are 
really suggesting is that this should be a new 
type of tax altogether so far as construction 
activity is concerned; and J put 40 to you that 
one of the virtues of the manufacturer's sales 
tax is the relatively small number of persons whom 
the government can look to for collection of the 
tax, all of whom are licensed in one way or other. 
Is it realistic to suggest that all the hundreds 
of thousands of people who purchase houses or other 
constructions should be assessed and the tax levied 
directly against them? 

MR, SANDFORD: I think the Commission 
is aware of discrimination in the manufacturer's 
sales tax paid, through methods of marketing. Avene: 
has occurred in different types of manufactures. 
There is discrimination introduced there, and if 


this discrimination is extended to the construction 
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field -- Mr, Moller mentioned about on-site 
fabricating and prefabricating. The trend today 
is towards prefabricating, and the tax discriminates 
against the prefabricator. 

We felt that it should be spread over; 

there would be a lower rate and there would be 

less inclination towards avoidance, and it would 
be spread over and more equally divided. 

MR, COYNE: I think the thought of 
discrimination you speak of, to the extent that 
it exists, would be taken care of by your general 
proposal where you state that the overall rate of 
tax should apply to the total price of the contract. 

My question was more related to the 
problem of collection. Applying your suggestion 
logically to the existing structure, I put it to 
you that the method of collecting would be through 
the contractor who, as Mr. Moller suggested, would 
probably be licensed in some way or other if the 
scheme were to benefit, say, the manufacturer of 


automobiles, 


a r ky ee 


Oh oR ce 
4 ale My ae 


. a i a anh ' 7 i] 
od tt ian ne iveuh ; a : oe : 
eae ape sae wt . prance pe eee 
a u saat ia? ‘age oe ant rwstedton abrewot abe 
J ‘ | tegegtidetord ‘ont Jair? eae 
BY gee Baduige S03 von Te ta rey a 
| ee Oe ote alae “awol e ad Birow eaoly- | 
| a Ga ow ce ate conehiters ab'tewod ned race one aagt ~ 
ae nu repent ‘eetioaie ahtor, Doe “are bsshge sd 
' 
| 
| 
| 


at ‘gah BA, Mande T° oT) HM 
‘ah +iceiheatiaee as (yo. Mabe Loy cp 2serctint tamah | 
erttay aot, “a he stan denteit #4 ptuow vedetes 33 
to oft Tite aap PER erase UGY, SIaNW LESGESS 
GBR ens he eel a tadoz eat od x facts bivoda and 


wad ae: ag: Hopalla ore aH mogios ty a 
| si eeue se VOR agile tag’ | watebaltow tomeldow.” io 


os Usted, DT Sat dyad ts attvatxe eis of ¥tleetnol 


i contt et bfoow BaMoeh fos to bores etd, he? Bey 
1 , . : ; 
bite bape Ts sail eer ge yorlw "“oeSEsanGo and 
| | | | ; f } ; ” 7 i ; : 
| in, sotiote yew ekoe al basnestg of. Veco 
MAAS Tee ar ee .itteced 67 S298w Ter os 
asf igonesus 
1 7 
A] 
| oe 
\ 
i 
re! : 
rhe 
ay } d 


5389 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Otherwise, would there not be very great difficulties 
in the government pursuing the individual citizens 
who bought houses, so as to collect tax from them? 

MR. MOLLER: I may say in reply to this 
point that the licensing of contractors for tax 
purposes would also have another beneficial effect, 
because it would eliminate this fly by night and 
moonlighting construction, because you would have to 
have a licence to do construction work and you would get 
it’ only like a manufacturer gets a licence if he can 
prove he is worth a licence. 

MR. COYNE: If one did not have a licence, 
I suppose that one could still purchase materials. 

MR. MOLLER: Yes, but he does not get the 
exemption. 

MR. CHUTTER: They would also be subject 
to tax audit. In other words, the cost of a new 
structure would be part of their own financial records 
wivenwanre audited regulariy, ‘If the capital cost of 
a new structure is to be the basis for the application 
ofa Sales tax, 10 is also subject toe audit. 

MR. COYNE: © LD put. it to you that there 
would be no difficulty in collecting the tax from the 
Ford Motor Company if they built a new factory, but 
there might be some difficulty in collecting the tax 
from you or I if we built ourselves a new: house, 

THE CHAIRMAN: That is the same problem 
which we have now with people who do their own 
building. 

MR. SOMERVILLE: One other point which is 
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related, but not entirely related, to the mechanics 
of what we are talking about, and that is that if the 
tax is imposed at the end as we are suggesting, we are 
quite sure that the ultimate cost of the product when 
it is built will be less, because the tax collected 
at the manufacturing level tends to be pyramided on 
the way up. I think the government should get its 
revenue at less cost to the consumer. 

COMMISSIONER GRANT: I should like, Mr. 
Coyne, you to explore the method of determining the 
amount of materials subject to tax in the completed 
structure, and what method the witnesses would 
advocate in the event that the tax was to be collected 
in that manner. I think we should explore that 
further having regard to the fact that house building , 
I think it was said here this morning, is about one- 
third of the total expenditures on construction in a 
cavervuyecar, (A gréat deal off that shouse bulidingsis 
taking place not under contract, With that as a 
premise, how would you determine in a fair and 
equitable manner the amount of building material which 
is going into that house which would be subject to 
tax? 

MR. (COYNE: Thank you, Mri ‘Grant. “Could 
you expand on the procedures that you had in mind 
when you formulated this suggestion? I suppose one 
question, for example, would be whether you would 
simply have a rough and ready percentage which applied 
to all structures, or whether you would break it down 
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formulae would apply? 

MR, SOMERVILLE: Mr. Stein is familiar 
with a number of conversations with the Department 
of National Revenue on this subject, and I think he 
eould expand on that. 

MR. STEIN: Well, we have had more than 
conversation, We have actually had work sessions in 
which we took estimates from about half a dozen con- 
tractors, and a general contractor's estimate is in 
great detail. It separates labour, materials, over- 
head charges, i: sub+ contractors and so on. We as 
general contractors took our own estimates apart and 
established the material content of the project. We 
went through each and every subcontractor, and with 
the assistance of the subcontractors we established 
@ ratio of labour to material and were able to 
separate out material content. Then we worked ‘tout the 
percentage of contract or percentage of materials in 
a contract. 

MR. COYNE: Would you propose that this 
detailed calculation would be done for each individual 
contractor? 

MR. STRING ho; sir, you could not dos 
There is a tremendous variation. I think we should 
consider two phases. First of all, throughout the 
period prior to the June 13, budget, certain con- 
struction materials were subject to an eleven per cent 
federal tax and the bulk were exempt. We had a 
personal experience of this. We were once asked to 


estimate the value of the federal tax as it applied 
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torevhich school. This’ is: prior tothe! budget... We 
went through the same procedure and ended up with an 
estimate. We went through this again working with 

the Department of National Revenue, seeking to find 

a Simplified procedure for refunds. This is an 
estimate, it is admitted, but it also must be realized 
that the amount of federal sales tax ends up ulti- 
mately as an estimate. 

MR. COYNE: If you would not go through this 
procedure for each individual project -- and I can see 
the reasons you put forward for that -- you would 
simply have a single factor for the whole of the 
construction industry, or would you divide construction 
into four categories such as housing, factories, 
Schools €v estera?d 

MR. STEIN: I think it would have to be 
categorized because of the variation. If you go to 
schools, we have the whole gamut’ from the elementary 
school which is never more than two storeys higr to 
the university which can be multi-storeyed., Your 
types of materials are so vastly different in the 
whole gamut’ of schools from one extreme range to 
the other. Similarly in housing, I think you have 
to categorize, because you have an individual house, 

a row of houses, or a duplex or even a triplex, is 
you like, compared with the multi-storeyed apartment 
buildings. 

THE CHAIRMAN: It depends on whether you 
change the system or simplify the existing «7 stem 


which levies a tax on materials. If you change the 
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System and tax the building as though it were a 
product, you would have one tax on all buildings 
lrrespective of the labour content or the material 
eontent. 

COMMISSIONER GRANT: In determining the 
cost of the building you have to start from thatand 
work backwards, Let us assume that you would adopt 
that procedure to determine the material content, 

How are you going to determine the cost of that? Are 
you going to determine it on a square foot basis or 
Onwa cubic Loot basis, or what Le. yourianits for 
determining the cost? 

THE CHAIRMAN: The cost record would be 
availaoLe Lor that. 

COMMISSIONER GRANT: Thatis all right with 
one contractor who has built several houses, but how 
are you going to do it for the whole industry? 

MR @SPTEIN: a, thinks tae, Dormula, coula oe 
established on the basis of a sampling, by going 
through this procedure on several typical projects 
and arriving at an average. 

COMMISSIONER GRANT: We are dealing with 
house construction now. Let us say that a firm which 
is in the contracting business gets a tender on a 
house which might conceivably be a good deal higher 
than that of a firm which is specializing, instead 
of a contractiwilth a firm-in the nature’ of) the 
companies you are representing here. You are not in 
the house building business but you do occasionally 


some house building, let us assume. Your price on a 
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Specification for a house might conceivably be, for 
the sake of argument, higher than that of the man 
engaged in straight house building. Therefore, whose 
PRice are Vourgoing. to. takeithere? 

MR. STEIN: The essence is this, that the 
material content is not affected. There are so many 
Square yards of plaster, so many bricks, so many 
thousand feet per measure of lumber, and so many 
cubic yards of concrete in a house. No matter who 
puts it in the material content is not changed. Ir 
there is a variation in price between various con- 
tractors, it is boiled down to labour, overhead and 
profit -- he hopes. 

THE CHAIRMAN: In order to simplify the 
procedure ~- I think I understand what you say -- 
you categorize it and the only thing you need to 
determine when categorizing is the portion of your 
labour and material cost. Once you know that you have 
your formula and that ends it. 

COMMISSIONER GRANT: If you can get a 
standard to it. 

THE CHAIRMAN: No, all you need is to 
approximate it. 

MR. STEIN: If it is approximate everyone, 
including the purchaser, knows that it is "x" per cent. 

THE CHAIRMAN: The house would be so muc.i 
per cent labour, so much per cent materials, and if 
you could agree with the department on that all houses 
would be taxed on that basis. Factories would be a 


different proportion, institutions a different 
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proportion, and commercial would be different too. 

COMMISSIONER GRANT: If you ever put such 
a formula on the statute books of the country, I cm 
assure you that you would have a tremendous number of 
small builders and the man who builds his own house 
taking violent exception to the standard set down. 

MR. CHUTTER: It was the House Builders 
Association, representing the Association, which 
recommended this procedure. 

COMMISSIONER GRANT: A lot of houses are 
built today which have no connection with the 
Association. 

MR. MOLLER: These people will not be 

exempt from sales tax. They cannot buy unless they 
have a licence, so it is no problem whatsoever. If 
lomay say so, Mr, Grant has posed a problem. as to 
different contractors calculating, different prices 
for the same type of building, which is the same 
problem which we have with the sales tax, where one 
manufacturer charges more for a shoe than does 
another, and you pay eleven per cent on what he 
charges. We -- when I say we I mean the taxpayers -- 
do not care whether he makes more or less profit. 
He. has to charge eleven per cent. df he is lucky 
enough to get a better price for his product than 
another, he can do so, but the eleven per cent is 
pased. on Nis price, 

It is the same here. If he gets three 
per cent on a house, if he builds an expensive house 


it will be three per cent on the price of that more 
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expensive house. 

COMMISSIONER GRANT: Your example would 
be an appropriate one in comparing shoes with houses 
if we had a great many shoemakers still in existence 
in this country who were building their own Shoes, 
Ub We “have a’ lot of People in “the country building 
their own houses, 

MR. MOLLER: They would not be touched 
by “Une “tax, “They would “pay tax on the materia. 

COMMISSIONER GRANT: Where? When they 
poughiy Lt? 

MR. MODRER: Yess “as they Bovuent =r, 

COMMISSIONER GRANT: Then you would have 
to have two systems in operation. 

MR. MOLLER: No. He has no: licence and 
nas tO pay the tax. It Ls gust as if you muilit your 
Qwa wadto instead of buying Pt. “You shave ito “pay tax 
orn “the “parts . 

COMMISSIONER GRANT: The contractor would 
be taxed on his sale and profit. 

MR. MOLLER: Only the licénsed contractor 
would be taxed. 

COMMISSIONER PERRY: May I just clear this 
confusion in my mind as to the implication of what 
has been referred to as categorizing. As I read your 
brief, you come out with one rate, and the object of 
the exercise in determining a labour content is to 
determine how much lower than eleven per cent this 
rate will be. Where does categorizing come int 
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you do not have to have just one rate but a series 
of rates for residences, factories and so on. But 

I do not think your brief says that. It speaks of a 
Single rate. 

MR. SOMERVILLE: I think that we should havé¢ 
said it. We meant that. We meant a single rate for 
a certain category, and the establishment of cate- 
gories, we submit, if they are reasonable, would be a 
lot simpler than the present business of trying to get 
refunds. 

COMMISSIONER PERRY: You might end up with 
three or four sales tax rates applying to construction 
which is payable by the contractor. 

MR. SOMERVILLE: Yes, instead of a great 
ceabh-or contusion, 

COMMISSIONER PERRY: Which I think is really 
a refinement of what you have here, perhaps a worth- 
while one. 

THE CHAIRMAN: If it was impracticable 
to vary the rate, you could achieve the same result 
perfectlyvhappily by applying the mate to the 
material content according to approximation which 
can be established, instead of changing the rate. 

COMMISSIONER PERRY: The same rate but 
a varying base. 

THE CHAIRMAN: Yes, that is: right. 

MR. MOLLER: In effect that is what we 
are suggesting. The whole thing came up, and perhaps 
Mr. Stein can explain it better than anyone else, 


from the refund point of view. We hs: to find out 
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how to simplify the refund. If he can simplify the 
refund by determining the percentage of the material 
content, why not use it in the future for taxation 
purposes? 

COMMISSIONER PERRY: I think the principle 
ls quite clear. It is a question of how precise you 
want to be in applying it. You could establish a 
erude average content for labour for all materials. 

MR. MOLLER: Again there is the precedent 
of the manufacturing sales tax. The contracting 
industry pays about 55 per cent of the price. This 
is not without precedent; this has been going on since 
the sales tax existed. 

THE CHAIRMAN: We find sales tax applied 
in many industries with that result. 

MR. CHUTTER: It is the element of the 
Single tax collection which appeals and our members 
have noticed that when they have completed a structure 
the architect or engineer engaged to design the 
project, and perhaps supervise its construction, his 
fee is based on a percentage amount of the contract 
or the value of the work, There is one calculation 
which oan be made. If the architect's fee is five 
per cent, it is five per cent of the capital cost. 
There is a contrast between that and the multitude 
of tax applications and calculations on literally 
scores of thousands of items going into any major 
project, which would be extreme, There could be one 
collection andthe contractor could be treated in 


exactly the same way as an architect's fee is now 
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collected. 
MR. STEIN: I just would like to elaborate 


on Mr. Chutter's example of an architect's fee, We 


5 
ra) 
< 
io) 
se) 


case of a tax which worked in that way exactly 
with a great many municipalities who imposed a 
building permit tax, The cost of your building per- 
mit is based on the contract value. In Montreal, let 
us say, it is $2 for the first $1,000, and $1 for 
every $1,000 after that until $100,000, and then it 


is 50 cents per $1,000 of contract. This is one 


calculation which is based on the value of the building 
and the contract price. That is a very simple 
procedure, Other municipalities insist) that: you’ nave 
that plus so much per square yard for plaster and so 
much per cubic yard of concrete, and so much per 
thousand bricks and so much for concrete blocks. 
They have a long list which is supposed to pay for 
the water consumed. It is much simpler when it is 
all lumped together at $1 per thousand or 50 cents 
or whatever it is, and then you are done. 

MR. COYNE: I wonder if we could pass on 
to some of the more detailed matters. On the nex 
page, page 43, you are dealing with the problem of 
determining notional wholesale values for purposes 
olvassessing* sales tax.) sitsis’ not statutorily pro-= 
vided for at the moment, but it is provided for in 
some instances by so-called ministerial regulaticns. 
This is a problem which has been put to the Commi: Lon 
many times, principally by makers of goods who are 


concerned with discrimination which sometimes flows 
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as a result of competitors having different methods 
of distribution, and therefore finding the incidence 
of the tax different. 

As far as general contractors are con- 
cerned, I take it you are more purchasers of goods 
than makers of goods. Could you say whether or not 
this is a significant problem for the construction 
industry, that is, the determination of the sales 
tax of goods for tax purposes? 

MR. CHUTTER: We have calculated on the 
average sizeable building that the proportion of it 
for which many building contractors are responsible 
runs at about 40 per cent. So you ean see that it 
is @. sizeable problem in our industry. 

MR. COYNE: Within the realm of manu- 
facturing contractors it is in fact a problem. [In 
Scchners wordss ts: it acfact. that’ di¢tferent manufacturing 
contractors competing with one another in fact have 
different systems of distribution? 

MR. MOLLER: May I put it this way. The 
manufacturing contractor having been essentially 
not subject to a tax has developed various ways of 
Splitting their activities between its subsidiaries, 
which do only the erections. ‘Others have left it 


together, they do not distinguish. 
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Therefore there is immediately the seed for in- 
equality between people doing exactly the same 
thing only in a different way. They do not go 
through a separate construction company, and others 
aos It makes a difference, of course, on the way 
in which the tax is now imposed, 

MEY .COYNES: “You mefer! tarthe problem 
here, Are you making any specific recommendations 
as to how the determination of sale price in the 
Statute might be imposed? 

MR. MOLLER: We are talking about our 
recommendation with regard to installing an appeal 
procedure. 

MR, COYNE: The appeal procedure follows 
in the sense that your recommendation, I think, is 
two- pronged, so to speak: There should be some 
statutory provision for determining the selling 
price, and if the Minister applies that and the 
taxpayer is dissatisfied, he should have a right 
to appeal the Minister's determination to some 
tribunal? 

THE CHAIRMAN: Mr. Coyne, they have 
accepted the statement of the Sales Tax Committee, 
which I may say I am very glad to see. Perhaps 
they can by implication accept, or reasonably 
accept, the definition that is set out there as 
to what a sale price is. 

MR MOLLER) «Exactly. 

THE CHAIRMAN: That is what you mean? 

MR. MOLLER: Yes, the recommendation 


of your previous Commission, 
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THE CHAIRMAN: Yes, We set forth a 
definition of sale price in it, which might be 
umproved.upon, . think: but it probably gets to 
the basics of the question, 

MR, MOLLER: That was exactly what was 
in our mind. In fact, we have said it somewhere, 

COMMISSIONER WALLS: It seems to me 
that the matter dealt with in paragraphs 118 and 122 
are much the same thing. You are dealing with the 
problem of prefabricated units, When the 1952 
and 1963 amendments were put into effect, that was 
at the request of a great many branches of your 
industry, as I understand it, in that no matter 
whether the product is now made on-site or prefabricate 
the prefabricated manufacturer is no longer listed 
as the manufacturer and he pays his tax on the 
materials. that sisathe way, it tevsnhow, is) itenes? 

MR. MOLLER: If I may suggest, sir, only 
in a rather restricted fashion. The products to 
which that applies are limited to a number of products, 
but not exactly. There is a great deal of confusion 
om what. for instance, is. a. structural steel, com- 
ponent and what is not. To the best of my knowledge - 
but nobody can tell us for sure -- it does not 
apply to curtain wall construction, which can be 
fabricated in or out. 

COMMISSIONER WALLS: Or kitchen 
eabinets, or hot air ducts. But generally speaking 
Ltehasaput “Lteback onan equitable basis, has it not? 


MR. MOLLER: May I very respectfully 
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Submit, sir, that perhaps it is the other way around. 

COMMISSIONER WALLS: That is because you 
are a prefabricator, perhaps, 

MR. MOLLER: The exemption is limited 
to an enumerated number of items and quite a number 
of items are not even mentioned, or certainly do 
not fall under the exemption. 

THE CHAIRMAN: My understanding is that 
you do not think that what has been done achieves 
eqUuLty? 

MR. MOLLER: TI would Say that it is a 
Step in the right direction, but 1£ Stops far from 
being complete, 

COMMISSIONER WALLS: It does not apply 
to enough of the prefabricated items? 

MR, MOLLER: That is correct, 

COMMISSIONER WALLS: There are a number 
of exceptions, This does not apply to any prefabricate 
things that go into buildings? 

MR, MOLLER: And our company, and a company 
which manufactures such items which fall under steel 
components, find themselves in an absolutely impossible 
Situation, which has been further complicated by 
yesterday's memorandum from the Department of National 
Revenue, 

MR. SANDFORD: The intent of this 
legislation was to take care of the situation, but 
the interpretation placed upon it by the Department 
of National Revenue, that structural building sections 


be load-bearing, completely eliminates most walls. Hf 
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think we would all agree that walls are an essential 
part of a building, but because they are not load- 
bearing in the opinion of the Department of National 
Revenue, they are completely left out as being 
Subject to the relieving provisions of this section, 
MR. MOLLER: Perhaps I may put it this 
way. The intent of the legislature is not being 
followed by the administration. Taatveiss of, 
course, not an exception in industry and it might 
often be the case in other parts of the tax 
administration also. 
MR, COYNE: Mr. Moller, is there 
any actual discrimination, in the sense that certain 
types of products fall within these relieving 
provisions and certain other types of products 
which complete with them are taxable? 
MR, MOLLER: A simple explanation is 
Pave. if iteisea, brick wall, <forsinstance: 
or a cement block or brick wall, as against 
what is called curtain wall construction, where 
the wall components are hung, they are therefore 
not load-bearing. Il would say that is a correct 
interpretation of the statute as it now stands, 
and it is excluded by the Department of National 
Revenue. The intent, of course, is not followed, 
as I say; but I would not have any quarrel with 
the Department on their interpretation as the 
legislation now stands, because I think their 
interpretation is correct. 


MR. COYNE: Is there any objection, as 
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far as you know, to reversing the field, as you 
Suggest, and going completely from this selective 
process that is enacted in the present legislation 
to the type of broad provision that you recommend 
in paragraph 122, which is Simply that all pre- 
fabricated building materials be assessed in this 
way? 

MR. MOLLER: On the material component, 
and so on. 

COMMISSIONER WALLS: There is only 
one other thing in this respect, You create 
another anomaly in the Act by doing that, because 
the finished product is actually the end-use, and 
other manufacturers have to pay tax on the end-use. 
If you created another breakaway from that, it 
would create another anomaly in the Act. 

MR, MOLLER: But may I again submit, 
sir, that this precedent has already been created 
in the discount system, which is very far-flung, 
prevailing right now, long before anybody thought 
of applying it to construction material. 

COMMISSIONER WALLS: I agree that there 
perhaps was not much else the government could 
do, because of the complaints of the people who 
were building these same things on the site. Take, 
for instance, concrete forms; if they were pre- 
fabricated, they were taxed one way; if they were 
constructed on the site, they were taxed in another 
way. So that criticism as to the anomaly was 


justified. 
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MR. COYNE: On the other hand, all 
these problems would disappear if your recommendation 
for a single tax, which we spoke of, was instituted? 

MR. MOLLER: That is right. 

MR, CHUTTER: Apart from the competition 
between off-site and on-site, you do have some 
major materials. Take concrete; the aggregate 
content in concrete is not taxable because it comes 
out of mines and quarries, et cetera, 

THE CHAIRMAN: I am sorry; I did not 
hear the last sentence. 

MR, CHUTTER: The aggregate in concrete -- 
that is, the sand and gravel -- comes out of mines 
and quarries and is exempt from Federal sales tax. 
The tax is only applied to the cement or any 
additives. It is the same thing with laminated 
timber. So people supplying other building materials 
will claim that the concrete people have a big jump 
on them because the sales tax only applies to half 
of their material. You have not only this on-site 
and off-site argument, but also the different 
applications to different materials. 

COMMISSIONER WALLS: You are not 
suggesting that we now tax sand and gravel? 

MR, MOLLER: No, indeed. We suggest 
that a lump sum payment on the value of the contract 
would eliminate all these problems, 

COMMISSIONER PERRY: Did you not admit 
earlier that there will be situations where an 


individual purchaser will be buying these materials? 
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MR. MOLLER: That should be the 
exception, 

COMMISSIONER PERRY: I am thinking 
of these sort of things being purchased for repairs, 
where the plant might have their own staff for this 
purpose and might buy a new panel. 

MR. MOLLER: And then they pay tax 
on the value of the panel. 

THE CHAIRMAN: Yes, but because it is 
only the builders who are going to secure exemption, 
the individual would be taxed? 

Mi. MODRERS “Yes; “if yous buy tom) baa 
basis. in this case I do not think iu “would* te 
an extreme hardship if they paid the full sales tax 
on the value. It is a manufactured product that 
they buy and that is all there is to it, 

MR, CHUTTER: And the manufacturers would 
get more business. 

COMMISSIONER PERRY: Would you abolish 
the principle which has now been instituted in the 
law for replacement materials, for finished products? 

MR, MOLLER: It is not a construction 
contract. You are on the same basis as if you 
buy something which is normally exempt as part of 
a building in order to repair a building. You 
cannot have an exemption unless you are a manufacturer 
in which case, of course, you would not pay on your 
wall panel, because you could buy it -- not any more; 
lam “Sorry . 


MR. COYNE: But is there not a 
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discrimination here between a person who is licensed 
and a person who is not licensed? 

If the person was simply a home owner 
and was not licensed, he would pay tax. fa hs Bi 
he were a manufacturer, he would have a manufacturer's 
licence and -- 

MR. MOLLER: Of course, now if he were 
buying any building material or any material which 
is not going directly into his product, he would 
have to pay the 11 per cent. The manufacturers 
are claiming that anything going into construction 
should not be subject to the pyramiding tax. 

MR. COYNE: Mr. Chairman, I was now 
proposing to move over quite a few pages. 

THE CHAIRMAN: Just.a minute; 1. do not 
think Mr. Perry is satisfied. 

COMMISSIONER PERRY: I do not think 
we are talking about the basic problem, which is 
on-property assembled versus off-property assembled. 
Your manufacturer still would be in the position 
of having a choice of either buying a completed 
component or the materials with which to assemble 
the thing on the site himself. 

MR, MOLLER: But the magnitude -- 

COMMISSIONER PERRY: On which basis 
will he pay tax? 

MR. MOLLER: If he buys a prefabricated 
panel, if he does not employ a contractor I would 
submit it would be a minor repair, and in this 


case the basis for the tax on the manufactured panel 
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will not play a decisive role in his decision as 

to whether he should buy the components and assemble 
them through his staff, or whether he should buy 

the finished article from a manufacturer. The price 
of the product will probably make the decision, 
because he has to buy three different components, 

and this in itself may build up the price. So 

again the tax basis in the end may be exactly the 
same, 

THE CHAIRMAN: If he bought from a manu- 
facturer he would be paying tax and putting these 
things together and adding labour costs, The 
builder would not pay any tax as he acquired 
these things, but the builder,» when he bought 
them from the contractor, would pay tax on the 
whole, 

MR. MOLLER: The same as with a new 
building. 

COMMISSIONER GRANT: There are three 
ways of going about this, as I see it, One is 
that he can buy them from the prefab manufacturer, 
which will take care of the erection as well; secondly, 
he can buy the product and do the erecting himself; 
or thirdly, he can pre-cast it on his own premises? 

MR,.MOLLER: That is correct, 

THE CHAIRMAN: And if he chooses the 
third, he is in the same position as the manufacturer 
who makes his own forms, which we have a certain 
amount of trouble with. But he still has to be 


dealt with the same way. 
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MR. MOLLER: And then he pays 250 per 
cent on the labour, Thais is justoa ‘matter-of 
arbitrarily setting a basis for the tax, because 
nobody could tell me that the 250 per teent sev by 
regulation is arrived at on a scientific basis. 

COMMISSIONER: PERRY: It isa slight 
modification of the statement that your basic 
proposal solves all the problems, I think there 
will be some problems left. 

THE CHAIRMAN: Mr. Coyne? 

MR. COYNE: ‘Then, Mr. Chairman, I 
WaS proposing to turn over several pages to page 50. 
I do not know whether Mr. Walls or any of the other 
Commissioners wish to ask some questions on this. 

COMMISSIONER WALLS: First of all, I 
think some consideration should be given to paragraph 
119, where they run into the same problem in regard 
to being held responsible under the present certificat 
The vendor is responsible, or is held responsible, if 
he is given incorrect information by the person 
applying for exemption. What is the alternative 
comthat? Who would you have responsible for this? 
~ou do not deal with thal points, fsthink; 

MR, MOLLER: I think the position should 
be the same as it is with anybody who falsifies 
a banknote or falsifies a cheque. This is fraud 
and the man who issues the wrong certificate should 
be prosecuted for fraud. 

COMMISSIONER WALLS: But the point 


is, who should sue him for fraud? 
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MR. MOLLER: The State. 

THE CHAIRMAN: He should be prosecuted 
by the State? 

MR. MOLLER: Yes, definitely. 

COMMISSIONER WALLS: Therefore the 
certificate should be made out to the State, and 
that would automatically put the responsibility 
on the State? 

MR, MOLLER: That is correct. Image, 
it should be a pre-printed certificate like the 
income tax form and should state exactly what 
would happen if you make a false statement. 

THE CHAIRMAN: I seem to remember 
recommending that this be done with these certi- 
ficates. 

MR. MOLLER: I think we have a most 
unfair condition right now, which makes the manu- 
facturer a policeman without giving him any policing 
power. It is like sending a policeman out naked 
without even a night-stick, in his law enforcement. 


COMMISSIONER WALLS: That is quite 


correct. 

THE CHAIRMAN: That is quite a 
picture, 

COMMISSIONER WALLS: I would like to 
get your opinion on the next section, I' would like 


to find out if you have an actual ruling, because 
this matter was raised before. This is paragraph 
tS. I refer to materials used in the construction 


of universities and schools, There has been some 


hoey res ‘Sootties eh GRaAr “AL IOM: iM 


ALbEiog Site ke BAIS tuedatw agneotiog 8 wm 26s2 


oe ee ey th reaaee genase ond yd 
ykastartad eaat “\igesaoit ‘ae et a0 

Seleh acetone | RTAW neva Ag 
Reve. ress sna on smuier pba od Divote stesttseaeg 
Ludeacgess ane sh ‘eblantdaaovus breaw indi» 
Tarsqh ett Go 


ahh gal hl teal isinéo: betaia(e stg & ad SLuorea: JL 

fatw Vitevune sieda biveds Sas. mrtol xBy amnoone 

jremetsia oniat & 2st Gey Lt ansqgen biverw 
desma: af cove t CVAMAEAHY Suz 

_tduna oeate, HOtw ehob-od ‘aida dens | galbasmmoons 

f woteolt - 

sac goaved aw vakiyg. 2: ripLiow, AM 


tiivao 942 eenen coin (won tags: aoryibeen aLetae 


barn iva cawectlog a snivnes sttl ah ST 1awog 
Streaewrorue Wel, ata mae tolsa-dhgta & teave 2vodatv 
rool et soft <A0AW ASUOTeATHHOD 
sFosv1989 
& etlup aul Jeet ;TAMSTARD FHT 
exywesiq: | 


' 


ot ett phone 1 ‘RLIAW MEMOLELT) bai 
suit Oiacw a rhea shaaahi ang to notatge OY 193 a 

rugred author Canton we evar: wee Li tuo. baht o2 , 
dqoxgeteg at etait <eroted healat ‘saw wedTant Bidar 
doltdounteanos fd o2 Seae alstreitatt: op-uster i 8 €8¢ 


exos ased sed eimd? —- bas nettrensy tey 0.) 


‘ ‘cs 


8412 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


doubt as to whether construction encompasses repairs 
as well. I notice that in paragraph 128 you 
apparently interpret that provision as not applying 
to materials used in maintenance and repair. 

MR, SANDFORD: Paragraph 128 is a 
quotation from the regulations. 

COMMISSIONER. WALLS: The section of 
the Act merely states "for construction". Have 
you had a definite ruling? 

MR, SANDFORD: This is'a ruling. 

MR. MOLLER: It is in quotation marks. 

MR. SANDFORD: The quotation marks start 
at paragraph 125, 

THE CHAIRMAN: There are quotation 
marks at the end of the sentence, but not at the 
beginning. 

MR. SANDFORD: It begins at paragraph 
Per The numbers should not have been in there, 
The quotation is from Bulletin No. 9, I believe, 
issued by the Department of National Revenue. 

COMMISSIONER WALLS: So they have ruled 
Gn this. It seems to be a rather odd ruling. 
Perhaps I should not be expressing opinions. 

THE CHAIRMAN: That is impossible. 

MR. MOLLER: This is, again, the same 
thing. The intent of the legislation was not 
clear enough to permit the administration to deviate 
from the intent. 

COMMISSIONER GRANT: I am certainly 
in accord with paragraph 131. I have personal 


experience in this connection. I do not think 
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we recovered 50 per cent of what we should have 
recovered, because of the fact that forms were 
not completed and filed as they should have been 
at the time, 

MR. MOLLER: You have the same dif- 
ficulty with the refund, of course, in respect 
of new buildings. 

COMMISSIONER GRANT: It was new 


construction I was referring to. 


MR, MOLLER: Me, Grant's remarks 
are most illustrative of the need for a change 
as we have proposed. 

THE CHAIRMAN: Yes; that would disappear 
an your proposal too, of course, 

COMMISSIONER WALLS: With regard to 
page 46, is it not the fact that the Department 
of National Revenue has really partially solved 
your difficulty with the new refund application 
forms ? 

MR. SANDFORD: Is this with regard 
to schools? 

COMMISSIONER WALLS: Yes. You are 
dealing with the refund on schools and with the 
aiftliculty in this connection, IT understand that 
the Department of National Revenue have now 
brought out a new refund application farm. 

MR. SANDFORD: No, not to our knowledge. 
The forms they have brought out are for the fixed- 
price contracts entered into prior to June 14; but 


with regard to schools, they have not come up with 
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a formula other than the directive that they require 
detailed information as to the exact amount of tax 
involved with the schools. 

COMMISSTONER WALLS: I was going to 
give you credit for your negctiations, 

MR, SANDFORD: We hope to be successful, 
but our negotiations have not resulted in success 
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yet. 
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You say that you have been led to believe that the new 
form was going to take eCarerorviTy 

MR, STEIN: For schools and universitie ; 
This relates to commitments prior to June 13% 

MR, CHUTTERs: this is din the milis. 

MR, COYNE: There is the other point 
on page 48 where you deal with the exemption to 
municipalities, This, of course, I think, is a problem 
that the Commission has got under study in dealing 
with all taxation between governments, and this is only 

a part of it; and whatever the Solution it will have 
to apply to all types of arrangements between governments, 

MR, SOMERVILLE; We find that in some 
areas the municipalities like to enter into competition 
with the contractor because they can buy equipment 
cheaper, We don't think this is economic from the 
syehet public interest; and also it steals a lot of our 
trade, 

THE CHAIRMAN: You really put it on 
the basis of being unfair competition, don't you? It 
is unfair competition? 

MR, SOMERVILLE; Yes, sir; and we de 
believe*itois extravagent. 

THE CHAIRMAN: Have you got something, 
Mr. Walls, or shall we ask Mr, Coyne to proceed? 

COMMISSIONER WALLS: No, 


MR, COYNE: Thank you very much, Mr, 


Chairman, If we could turn to page 50, in paragraph 
140 you are dealing with the refund procedure for 


pre-budget price contracts, The final sentence in the 
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paragraph reads: 
"In addition contractors will only 
be refunded an amount equal to 50-60% of their 
extra costs resulting from the new taxes due 
to factors such as trade mark-up, provincial 
Sales taxes and tax free inventories as well 
as the interest on capital required while 
waiting for the refund..." 
iI wonder if you would explain this. I take it to mean 
that you are entitled to apply for 100% refund in taxes 
and that you are getting back something equivalent to 
50 or 60%? 

MR, STEIN: No. 

MR. COYNE: Could. you explain Chat —- 
how you Fone up with the figure of 50-60%? 

MR, STEIN: the federal stax is 
collected by National Revenue at the manufacturer's 
bevels, In the construction industry very rarely is 
the material purchased directly from the manufacturer -- 
from the manufacturer by the contractor; there is usually 
an intermediary somewhere down the line -- sometimes 
wevera..:; National Revenue -- and rightly so -- must 
take into consideration that somewhere, between the time 
this material leaves the manufacturer's plant and ends 
up on the project, there has been transportation -- 
and gometimes freight can be a considerable factor -- 
there is the wholesaler or dealer who has handling 
charge and his mark-up, and this all ultimately appears 


in the consumer's -- in this case, the contractor's -- 
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Now, in retracing these steps all 
these other factors are ruled out; so although on the 
material a price increase of "X" percentage is paid -- 
and bear in mind that the increase in federal tax comes 
hyena as an increase in price -- although the 
regulations say that the manufacturers should declare 
the value of the tax paid, they don't and they cannot 
be made to; therefore, in retracing all these steps 
it ends up as 50-60%, 

THE CHAIRMAN: Because you can't 
find the tax? 

MR, STEIN; You can't find the tax. 

THE CHAIRMAN : And they won't disclose i 
because if they did they would disclose their market. 

MR. COYNE: Really what you are saying, 
ag [ understand it, is that if the tax is applied 
between the manufacturer and the dealer the effect of 
that tax, by the time the material reaches you, is about 
double the effect of the tax? 

MR, STEIN: Xess The revenue to 
the Department is $2... 

MR, MOLLER: This includes -- the $2 
includes the interest on the waiting time for the refund 
and the administrative charges. 

MR. SANDFORD: The Department of 
National Revenue calculate it to be about the same; 
and I think we are a little conservative in this, because 
they also took into account that there was a lot of tax 
inventory on hand at June 13, and when the tax went 


into effect the new inventory was there and the 
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1 contractor would have to pay. I think it is true 

2 that one dollar of tax equals about $2 of extra cost 

3 to the contractor. 

4 These other things, Mr. Moller... 

5 MR. MOLLER: These other things 

6 are very vague, but they are a very substantial part 

7 of cost to the contractor, which is not refundable becauge 

8 of the general circumstances. 

9 MR, CHUTTERs: The Department takes 

10 the view that it shouldn't refund to the contractor- 

11 owner money it did not receive at the manufacturer's 

12 Leyer; Eo Taemioh as the pyramiding is about double, 
13 the io ae are hoping to get back maybe 40% 

14 to 50% of the extra costs they are paying. 

15 This is hypothetical, because the 

16 refunds have not yet been processed. 

17 MR. COYNE: if the tax is pald at 

18 the time the materials are sold by the manufacturer, 

19 say, to the wholesaler or dealer, then is it not the 

20 case that the dealer has paid the tax, therefore, the 

21 dealer has to make the refund for the tax? 

22 MR. CHUTTER: No. 

23 MR, SANDFORD: The first person in 

24 dimne,-1f It °is.a fixed price contract, which it is 

25 more often than not, is the contractor to the owner; 

26 but the supply of materials is not usually on a contract 


28 MR. CHUTTER: The result is that the 
29 manufacturer knows what the tax is, but the dealer 


u doesn't -- the second or third intermediary doesn't 
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know what the tax is. 


MR, COYNE: so that you have the 


problem of applying, in effect, for a refund of tax which 


you didn't pay and the amount of which you have no 
knowledge. 

MR, STEIN: May 1 give this as an 
example -- and this goes back to 1960-61 -- that we 
were the general contractors in the construction of 
a building in which a great deal of production 
equipment had to be incorporated, such as process 
and handling units, humidity controls and extremely 
delicate temperature controls, all an essential part 
of the manufacturing process. The contract at the 
time of writing read "All taxes shall be paid, and 
the contractor shall assist the owners in their claim 
for a refund of tax which otherwise would have been 


y In due course the contract 


A 


applicable at the 11%. 
Wage completed and the owners engaged an excise tax 
consultant who spent exactly one year tracing through 
our orders through the wholesalers, sub-contractors, 
sub-sub-contractors, suppliers, sub-suppliers, and 
eventually. back to one particular point where he 
bogged down after a year of work. He estimated 
that he had salvaged or reclaimed on behalf of the 
owners 75% of the tax actually paid on the value of 
these materials; and adding to that his fee of 30% 
of what was reclaimed, the owner received 50% of the 
tax paid. 

To.me this i8 a classie example. Now, 


you can multiply this many thousand-fold on the whole 


ee ee ee ec 


\ 
; 
i 
é 
Maio hese pad «4 
! Ye coe 


LF ek i 
ie se abeaty IF 


in) oP | a vee) 


7 
i “Oi 
! 
i. 
i ‘ooh 
q é t 
it 
! 
' § 
yea 
ws 
4 | 
44 : 
i 
i 
4 
, 
i 
} 
r 
f 
~¥4 
, 
: Vault i 
{ 
! 
' i) Gat 


Kine’ 
Aer ce 


aie dee Ee c 
ay iL Inge van Tait 


as tie | ache le iit, 
aa hoy i ee = i if 
enor aa Ky apis ° eel doe tts at aektaad Sar Mote 


. ba sl yor ins a taccunt wey one ean He adaied nee | 
pereres ) 


7 


spe: Bk 


> 


{or bad hi Qt mogedl es sai eba? fan = >'0 


7 weteni ry ‘ 


wiring be Lead saree (ae La md ats 


ius . bad orogsoons: 64 Os B45. 08 


AS Qiqivwoo <a RiRas ,~ft ina go feb 


 oRtes) sry erga 


7 sim 24h ai 
tage) nitT , SOS 00%g: AGITOS PR ew aan 
Y (toate a | ae Wy DET Be” ory 
jess one SER RRR [isin wogee’ 
ul be 


11 O Ad rriew eAc Ls 


7 iL \ 
ayane gat AX = 
fi iker ae Tomy S 
iM 4 7 
Jey on / f - 
J 
4 yr. @ 4 WW 
Loita Gale i 
; io f 
i ene I iY es } ‘ 
¥ or 7 twiib 
a > , 
’ : ieee \9 i wy 
r iy oF meee Ve Gelee 
. sity SOT te rat Hee - uy } 
i] ’ 
ls 
; i eed i? a a iJ WEd: Cy, 
_ bof d oT ’ 
ifi= Dawes! CRAM Gil Ge Sic. 
7 5 


und nk daodineetacs pateney, nthe, ote" 


nye od? th 


ft 


oi oe | 


at te 


f 


2 


ANGUS, STONEHOUSE & CO. LTD. 8420 
TORONTO, ONTARIO « 


“euste® 


refund: procedure level, and it is appalling. 

MR, COYNE: This would be cured under 
your proposal? 

MR. STEIN: Yes. 

THE CHAIRMAN : Mr, Coyne, have you 
much more on sales tax? 

MR, COYNE: No, I haven't, Kr. Chairman|. 
I have perhaps one or two questions only on the remainder 
of the sales tax. 

THE CHAIRMAN: Perhaps we might go 


until about: five past one. Perhaps we could clear 


MR, COYNE: The first question 1 have 


refers to paragraph 141 and is merely asked for 


Chis-tax relief of which you speak, on fixed price 
contracts, only extends to 1964, and then you say 
"Only contractors with long-term contracts with the 
Federal Governments are provided such relief..." 

MR. SOMERVILLE: To the Federal 
Government -- there is no tax... 

MR, COYNE: This is what really my 
question was. Would you explain the difference with 
reference to contracts with the Federal Government? 

MR. CHUTTERs: After the budget the 
Treasury Board brought out a directive, dealing, of 
course, with Crown contracts, which has the effect of 
permitting the contract amount to be adjusted upwards 
to cover the cost of the tax to the contractor on a 
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example, the National Library and the MacDonald 


ctend into 1965 receive relief 


Fay 


Cartier Bric : 
Toronto subway contract, the 


and Toronto City Hall and others, 


contract 
they are 


River 
because 


Peace 
which are algo long-term contracts, 
not for the Crown no relief is provided until after 
1964; and on the major contracts the extra cost, as 
extremely large. 


will apprec be , 
In other words, the 


MR, COYNE: 
contract and it has 


said 


has 


"We will pay you additional amounts 


Federal Government 
f 


contractors 
to pay in the case o 


for. any tax’ 3 
these fixed price contracts"? 
MR. CHUTTER: They are getting 
compensation for the tax but not for the pyramiding of 
the tax; they are getting compensation or relief right 
through to 1965-66. 
THE CHAIRMAN : Who pays the tax on 
the T.7<C... contract? 
WR. CHUTTER: The contractor has 
a lump sum contract, 
And he gets relief for 


HE CHALRMAN : 


He gets relief until 


MR. CHUTTER: 
the end of the current year, but not for any material -- 


work -- done in 1965. 
THE CHAIRMAN: Is he committed beyond 


year? 
They were committed 


the current 
CHUTTER : 


MR. 


just before the budget came down. 
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THE CHAIRMAN 3 And he is going to hav 
to pay the tax beyond the end of the year. 
MR, COYNE; The only other question 
I-have on this aspect of it, Mr. Chairman, is a along 
at page 56 where the brief is dealing with provincial 
sales taxes, and there are some suggestions made -- 
recommendations -- in paragraph 156, the third of 
which. iss: 
"If the first two cannot be 
achieved then there should be standard- 
ization of the sales tax legislation, reg- 
ulations and administrative procedures in 
the various provinces of Canada..." 
i am sorry; the recommendation that I really wanted 
fo query you on was No. 23 
"If a sales tax is to be imposed 
it should be through a single taxing auth- 
ority with the proceeds distributed amongst 


the Federal Government 


ry 
w 
re) 
[on 
= 
= 
S 


the provinces 
according to a pre-arranged agreement..." 

I wonder if you would care to amplify 
the thought you have in mind there, particularly 
bearing in mind that the present sales taxes in the 
provinces are levied at retail sales taxes, whereas 
the present Federal sales tax is, of course, the 
manufacturer's sales tax. 

MR, MOLLER: Well, I think. this, 
perhaps, requires some explanation. This is pre- 
Supposed on the assumption that the manufacturer's 


gales tax will be finally converted into a consumer's 
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tax on the end instead of the beginning; and whether 
it will be relatively on the same basis as for the 
exacting of provincial taxes, under a different name -- 
and in this case it could be possible, perhaps, to 
have one taxing authority -- federal or provincial -- 
with rates to be established by the individual authority 
federal and provincial -- as is now the case in income 
tax, and being collected by only one authority and 
ordered by only one authority, but distributed amongst 
the participants in accordance with their tax rates in 
Chis ‘province or that province plus the federal rate, 

MR, COYNE: This aspect was quite 
eLear, put I take it that what is implied here is that 
you. are suggesting that our sales tax should be imposed 
at. the same Level? 

MR. MOLLER: Yes. 

MR, COYNE: Which is presumably at 


the retail level rather than at the manufacturer's 


MR, CHUTTER: well, acvaally, cur 
example was Quebec; but most of the municipalities have 
a Sales. Cax., 

WR, STEIN: it is collected by the 
province, 

MR, COYNE: But on behalf of the 
municipalities? 

MR, MOLLER: There are different rates 
You have each of them enumerated, and it shows six, or 


five or: four. 


MR. COYNE: Thank you very much, Thos 
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are. all my questions on sales tax, 

THE CHAIRMAN: I think this might end 
our session on sales tax. I would guess that the 
income taxes and estate taxes that you have not come to 
yet might take us an hour or an hour and a half. 


Do you think that would be about right, Mr. Coyne? 


MR, COYNE: L think it would. 
THE CHATRMANs Then, we will be back 


at 2.30 unless you people are in a hurry to get away 
his afternoon, 


MR. SOMERVILLE: No, Mr, Chairman, 


--- Luncheon adjournment. 
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HR 'GCOYNE:: Mr, Chairman, I think 
before we went forward to the sales tax section 
we were in the introductory part of the brief 
64 Many of the points here_in this 
section we will pick up in the later sections, 

OL course, On page 8 there are one or two para- 
graphs which perhaps we might deal with now. 

THE CHAIRMAN: This is the summary, 
ise 15> ROG? 

MR, COYNE: Yes. 

THE CHAIRMAN: Do you prefer to deal 
with this in the summary? 

MR, COYNE: There are a few points 
which I think we can more expeditiously, perhaps, 
dispose of here, In paragraph 7 the brief states: 
‘ Canadian corporation and personal 
income tax rates and deductible 
allowances should be such that the 
effective rates are not higher than 
those in the U.S.A. and delays should 
be avoided in following U.S. action 


in pubtine tam eutel into errece, * 


You deal with this same subject further 
on in paragraph 90 on page 33. I wonder if you 
could expand a little on your thought here. 2 is) 
this to suggest, in effect, that Canada te not 
free to set its own income tax provisions, that it 
should look to the United States for this purpose? 

MR, SOMERVILLE: Not at all. The 


reason for this is to ensure that we are not put into 
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a bad position competitively when they put their 
new taxes into effect. In other words, to look 
at our taxes in such a way that they do not affect 
the cost of the goods which we produce when their 
taxes drop. 

MR, COYNE: Are you thinking of taxes 
imposed on business rather than personal taxes? 

MR, SOMERVILLE: I think both taxes 
are mentioned. The competitive aspect, of course, 
is the corporation, 

MR, COYNE: In paragraph 9 there is 
&@ relatively small point. You recommend that: 

# An executive using his own 

car on company business should be 

reimbursed for its depreciation 

without attracting tax." 

As I see the statute at the moment, under subsection 
ia Ofepeccion 11.0f the Income TaxAct,..if-an 
employee is one who is entitled to deduct travelling 
expenses for tax purposes, he is specifically per- 
mitted also to deduct capital cost allowance, LG 
is not clear what you are suggesting, whether he 
should, in addition to that, be entitled to receive 
the amount of the depreciation without paying tax 
GieiG 3 

MR, SOMERVILLE: I will have to hand 
that over, I think. 

MR. GRAY: I think that what we have 
in mind is that an executive who used his car 


rather infrequently but had to maintain a car 
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out on the front lot in case he had to take anyone 
around should benefit from this. You are allowed 
10 per cent a mile travelling allowance if you 

have a car for such purpose, but there is no way 

of reimbursing you for providing the car. They 
are taxing their salary from which you buy a car. 
ime other words, “itis putting it on the same basis 
4S a company-owned car, 

THE CHATRMAN: I should have thought 
that if one is reimbursed for the use of his own 
automobile that would be part of his income and 
he would then wish to obtain a deduction from that 
income for the expense of his car. 

Mk. GRAY (He coul@enoty 

THE CHAIRMAN: He could not because he 
is an employee? 

MAS GRAY: «Yes, However, it is not 
an important point as far as we are concerned. 

MR, COYNE: I imagine that it involvés 
an extension of subsection (9), which limits the 
deduction of travelling expenses to employees 
ordinarily required Go carry on vhéelir duties of 
employment away from the employer's point of business. 

MR, GRAY: They should have the privi- 
lege either of accepting the ten cents a mile and 
take depreciation of it, or otherwise take the 
depreciation out of his income for tax purposes. 

MR, COYNE: Is there any way in which 
you could determine whether the car was indeed a 


proper business asset of the employee, or whether it 
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was not essentially used for private purposes? 

MR. MODGER¢- Couldwi' just add tocthis 
that actually the same criterion would apply as 
applies when the Department requires the adding 
back of some car expenses to employee's income. 

That would apply even to a doctor's car or a lawyer's 
ear. It would make it simpler and I should like 
this point in our presentation be not stressed, 
because it is really a minor one, All we are 
aiming at, on the recommendation of some of the 
members of our Association who requested we put 

an equality of treatment of an executive 
with that of a professional man, for argument's sake. 
THE CHAIRMAN: If you are going to do 

1 have to change quite a lot of things. 


f it is done in the construction business, obviously 


it should be done in a great many other businesses 


MR, MOLLER: Except that I would suggest 
that the construction business, by its very nature, 
requires a lot of travelling, say, of executives 
which other businesses may not to the same extent. 
But again I would not like to dwell on this point 
too much because it really is of minimal importance. 


THE CHAIRMAN: Then if you do not wish 


to pursue it, Mr. Coyne, we can skip it. 


MR, COYNE: I was proposing to go now 
to page 15, which is in the middle of the second 


section of the brief, but still dealing with general 
principles of taxation. You are making comments 


in this’ part» of the brief on the desirability of 
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certainty, and you are criticizing the reintroduction 
of ministerial discretion. The final sentence in 
paragraph 30 on page 15 reads in this way: 

"It is respectfully submitted that 

Section 138 provides the government 

with sufficient power to set aside 

transactions with prevalent tax 

avoidance intentions”. 
I take it from that that the Association is in favour 
of the retention of Section 138? 

MR, MOLLER: In preference to 
ministerial discretion, yes. That is clear. We 
do not worry about the fairness of Treasury Board, 
but we do worry about the possibility of some minor 
official exercising really the minister's discretion. 

THE CHAIRMAN: I think it has been 
pointed out by the Minister that Treasury Board does 
not operate in this manner, but obviously if the 
Treasury Board was serious about it they could set 
up a sub-committee to get it going. 

MR. MOLLER: It is really a question of 
who exercises the discretion, We feel that a sub- 
committee, to follow the suggestion of the Commissioner 
would be safer to look to for fair, equitable and 
reasonable treatment than some minor officials who 
are scattered all over the country in district offices, 
who actually exercise ministerial discretion,as we 
all know, 

MR. COYNE: Then if we could turn to 
the more specific parts of the brief, the section 


on present taxes and recommended changes commences at 
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page el. 

THE CHAIRMAN: Does that mean that 
you have covered everything up to this point, Mr. 
Coyne? 

MR, COYNE: I have, unless there is 
some question which you or the other Commissioners 
might want to ask. 

MR. GRANT: There is just one ‘point 
with regard to the losses which it is suggested 
be granted on a carry back privilege of four years. 

MR. COYNE: I think that comes up, 

Me. Grant, in this part of the brief at a later 
stage. Turning to page 22, a very small point 

in paragraph 52. You point out that by contrast 
with Canada the United States Federal Government 
imposes no sales tax on building materials. a 
suppose it is fair to point out that the United 
States Federal Government imposes no sales tax on 
anything. I do not imagine that you are suggesting 
Great this is particularly a difference in the field 
of building materials, because it is a difference 
throughout the field of consumption taxes. 

MR. MOLLER: Would it be fair to say 
that up to the point where sales tax was not imposed 
on building materials, the situation was the same 
here as in the United States, and through the newly- 
imposed sales tax the situation has been changed 
now? 

MR. COYNE: As far as building materials 


are concerned, yes. 
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MR, SOMERVILLE: This paragraph ties 
in with paragraph 9, page 4, which says: 

"At the present time, construction 
projects and construction companies 
are subjected to a multitude of taxes 
and assorted imposts levied by the 
three levels of government in Canada. 


In both cases the tax burden is heavier 


in Canada than in the 2S 74." 


THE CHAIRMAN: That is a summary of 
what you have put. 

MR, SOMERVILLE: Yes. 

MR, COYNE: Then on page 22, paragraph 
55, you acknowledge that a number of your recommenda- 
tions would involve a reduction in Federal govern- 
ment revenues, It says: 

In line with the Royal Commission's 
terms of reference concerning the 
maintenance of adequate tax receipts, 
it is suggested that greater attention 
be given to the area of selected 
consumer goods and services as being 
more appropriate for tax attention 
than those aspects of the economy 
related to the production of goods 


and economic expansion," 


T wonder whether you would care to explair 
a little of what you have in mind there concerning 


the greater attention to the area of selected con- 
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Sumer goods and services, I take it that you are 
speaking in terms of broadening the existing tax 
base, rather than increasing the rates of tax? 

MR. MOLLER: Yes, 

MR, COYNE: Could you develop your 
ideas as to how this tax base should be broadened? 

THE CHAIRMAN: Particularly having 
regard to the word "selected which I do not under- 
stand. 

MR. GRAHAM: We had in mind there 
that the base must be broadened definitely to re- 
cuperate those taxes which might otherwise be 


tr 
Nj 


derived from taxation of capital growth. We 
have in mind, therefore, a general broadening 
of the tax base into services, perhaps, not 
necessarily with regard to income tax, but perhaps 
a broadening so far as sales tax is concerned. 
MR, COYNE: What kind of services? 

Is it possible to be a little more specific 
that? 


MR. GRAHAM: Services such as laundry, 


dry cleaning, automobile maintenance, barber and 


storage of property. 

MR... COYNE: Would you think in terms 
of the tax being imposed on a list of services 
specified in the statute, rather than under over- 
all terms, simply of a tax on services, which I 
presume might well include contractor services 


amongst others. 


beauty parlour services, hotel and motel accommodation 
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MR. GRAHAM: Yes, it would have to be 
specified, 
THE CHAIRMAN: The list which you have 


just indicated to us I do not think would produce 
avery great deal of money. T have seen a tabu- 


lation of it, but I cannot remember what it is. 


MR, GRAHAM: I cannot commit myself 
to it either. We have not a definite calculation 


of the revenue which would be derived. 
THE CHAIRMAN: I should not think that 
that kind of calculation would make up for very 


much loss, but there are a great many services 


which you would not go into on the basis you are 


speaking about, such as interest. France, for 
example, taxes interest on all services, which 
eeovers oa Very broad area indéed, Insurance is 


also another fairly broad area. 
COMMISSIONER GRANT 
the. oupiic ubliiry field. 


THE CHAIRMAN? Yes, thé public utility 


rireid. Then there are such things as telephone 
Dilis, power pills, and’Sso/on: Would you go into 


those areas as well? 

MR, MOLLER: Such matters as telephones 
and transportation have been subjected at times 
to a sales tax anyway. 

THE CHAIRMAN: I think they are in 
certain places now. 

MR, MOLLER: Yes. I think that is so 


in Prince Edward Island, but that is certainly a very 
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broad basis which is relatively easy to collect, yet 
is small enough not to hit the individual too strongly 
as compared with an 11 per cent tax on materials 

or capital expenditures. 

. COYNE: Let us turn for the moment 
from services to goods, because you also make referenc 
to selected consumer goods. Are there any goods 
which are not being taxed at the moment that you 

feel should be added to the taxable list? 

MR, CHUTTER: Would it be possible, first 
of all, to refer to the remark which was made about 
interest rates? We have earlier in the brief 
Suggested that there be a conciliation between 
consumer services and what might be described as 
capital services, services performed in acquiring 
capital assets. We should like to retain that 
Gistinction in the services field as well as 
products, as discussed this morning. 

So far as consumer goods are concerned, 
I know that at our own committee meetings there 
has ‘been a lack of any desire on anyone's part to 
point the finger at anybody else and say that they 
should be taxed, not us. It would be pretty hard 
to say that anything in Schedule 3 should be taxed, 
although I think it could be argued that there 
would certainly be as good an argument for exempting 
capital goods as some other goods which are still 
exempted from the Federal sales tax. 


THE CHAIRMAN: If you are thinking of 


interest, there is no reason why interest should not 
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be treated in the same way as goods, and that is, 
if you have an exemption or a licence you would 
not pay tax on that. But the consumer public 
would pay tax, 

MR, CHUTTER: As long as this distinction 
is made. Some of these other professional fees, 
for example, you could have a line of demarcation 
for legal fees or even professional accountants 
fees which are involved in the development of a 
project, which might be one thing as opposed to 
legal fees connected with ordinary business services 
not attached to capital. Whether you can go that 
far is a moot question. 

THE CHATRMAN: Many companies exempt 
them because a large proportion go into the kind 
of things which you speak of. But if you are going 
Co lieence everyone engaged in productive activity, 


there is no reason why they should not be taxed 


as in the case of a licence. 


How about the selected goods? Let us see if you 
can find some more goods to tax, 

MR, MOLLER: I know that this would 
be unpopular, but a small tax on foodstuffs would 
probably bring in a very large amount. Le Ls 
easy to collect and not too large a burden, and 
a tax of one or 2 per cent on staple goods would 
probably bring in a very large sum. I have not 
tried to assemble any statistics, which are probably 


available to the Commission anyway, but it would bring 
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comparatively large returns, although it may be 
politically not feasible to implement such a tax, 

THE CHAIRMAN: Yes, I see the point. 

If one taxed food and clothing, then housing would 
be a natural, 

MR, MOLLER: Yes, that cannot be denied. 
But the question then becomes one of rate, aby 
these essentials should be taxed, they would have 
to be taxed at a very small rate, but it would 
Still bring in a very large sum of revenue to the 
government. 

THE CHAIRMAN: I have often wondered 
how one could approach this, so that at the essentials 
level they are not taxed, but beyond that level they 
are taxed. The Canadian Labour Congress suggested 
that rates of consumption tax should be in some 
way graduated, so that if you bought a Ford motor 
car you paid one rate of tax and if you bought a 
Cadillac you paid another rate of tax. What appeals 
to me is that if you consume 1,500 or 1,200 calories 
a day you pay one tax; if you consume 2,500 calories 
a day you would pay more by way of tax as your 
consumption goes up. 

COMMISSIONER GRANT: I imagine that a 
man swinging a pick might object to that. He has 
to eat more. 

THE CHAIRMAN: He probably eats a 
great deal more than he should anyway. It seems 
to me that there is more sense in trying to find 


a level, or a brake in the rate of expenditure, than 
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it is in choosing goods, because who can say when 
a car is essential and when it is not essential? 
That is what we try to do all the time and it is 
envery-ditiiculgs thing tordos, 

MR. COYNE: In the next paragraph on 
the same page, paragraph 56, you make some quite 
general comments about government expenditures, 
including the statement that: 

"The containment and, where possible, 

reductions in government expenditures 

are receiving increasing attention, 

and it is urged that further efforts 

besmade in«thisudirectionvon |) gon; 
I realize that that is a general statement, but I 
put it to you that one of the great sources of 
increasing government expenditure to this date, 
and one of the sources of increasing government 
expenditure undoubtedly in the future, will be the 
heavy demands for public construction on schools, 
highways, and universities, and on all manner of 
social capital, if youvlike, to use the term Mr. 


Chutter used this morning. 
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For example, I note that in your Appendix "A" showing 
the trend in private and public construction invest- 
ment for the six years 1957 to 1963, whereas private 
construction investment has remained remarkably 
constant, public construction investment has 
advanced by a total of 20% over that period of years. 

Would it be fair to say that what you 
are really saying here is that if there are some 
government expenditures which can be reduced, they 
Should be reduced; but there should not be some 
over-all blanket ceiling or percentage reduction? 

MR, SOMERVILLE: I think that without 


Js 


Saying it, we are perhaps referring to the Glassco 
Commission report with regard to the economies that 
can be exercised in government. 

MR, CHUTTER: Even within the realm 
of construction one of our arguments for encouraging 
private investment is that this would relieve 
pressure on governments to sort of fill up this 
slack which is increasing at all levels. But even 


4 


with the government construction programs there 
have been some improvements towards economies 
in administration; and others have yet to be acted 
upon, 

As an example, their contract forms 
were very invidious. This made government: construction 
much more costly because contractors tried to 


cover themselves. The new ones are better. There 


could be a greater use of the contract method by the 
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federal and other governments. Then there is the 
consolidation of the 22 or 23 construction agencies 
in Ottawa in the federal government into three or 
rour, Which would effect, 1t is felt, considerable 
economies and would reduce government expenditures 
attached to them. 

Then there is the question that all 
construction projects receiving substantial federal 
grants should have as a requirement a public tender 
call and a public tender mening, which might well 
result in a few economies. There are a number in 
this field, even within the construction sphere, 
that could lead to economies. 

MR. SOMERVILLE: We saw a recommendation 
the other day in the City of Toronto that they sell 
their ready-mix plant because they can buy concrete 
cheaper from private sources. That is the sort of 
economy that could be exercised at all levels of 
government. 

MR. CHUTTER: We are advocating to the 
Treasury Board now that they re-institute the 
practice of allowing contractors to use government 
of Canada bonds as security deposits on their 
projects. This used to be the case but it was cut 
out three or four years ago. The National Art 
Gallery here,for example, the contractor was able to 
use government bonds. This gave him a $40,000 
advantage over competitors, who had to use the 


mandatory type of security deposit required by the 
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Treasury Board, 

We feel there should be changes in the 
contract procedures, and if you multiply that over 
the whole field it adds up to a fair amount of money. 

MR.COYNE: In other words, the costs 
of government might well be reduced by more efficient 
organization; that is, in substance, what you are 
saying? 

MR. CHUTTER: Yes. 

MR. COYNE: Then we get into the part 
of the brief that deals with federal income tax. The 
first specific matter that you deal with has to do 
with capital cost allowances, in which field you make 
a number of suggestions. For example, inparagraph 64 
on page 24 you say: 

"In order to facilitate a general 
economic expansion, the Association 
has recommended that capital cost 
allowances in the business invest- 
ment sector covering all new 
fixed assets generally be increased 
and that capital outlays for 
itndustrial plants specifically may 
be written off entirely in any 
five of the initial eight year 
period." 

In other parts of the brief you also 
deal with and recommend, perhaps in general terms, 


methods of accelerated depreciation. My first question 
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is simply whether or not you agree that the 
capital cost allowance System itself represents a 
method of accelerated deprecation? 

MR, CHUTTER: The principle has an 
element of that in it, certainly. 

MR. MOLLER: But it does not permit 
you to write off equipment that you do not have 
any more. That affects the construction industry 
particularly, where they completely eliminate some 
part of the equipment. You still keep on writing 
it off as a class; you cannot eliminate it. You 
cannot get reimbursed for your loss at the time it 
happened, but you carry your loss forward and diminish 
os But it takes you several years sometimes to 
get rid of the item, in effect, from your books, 

THE CHAIRMAN: I do not follow you, 
hi. Moller, You mean that you cannot get a terminal 
loss because you have some item left? 

MR. MOLLER: If you continue the 
class, but you cannot actually dispose of the item. 
You are forced really to sell it as Scrap to even 
get it recognized as a loss. 

THE CHAIRMAN: ré you aware of any 
cases where the net amount of the asset, after 
deducting capital cost allowance, has gone up over 
a period of years? That is, you are taking assets 
in; you are taking it out of capital cost allowance, 
and if your capital cost allowance is inadequate 


it would mean that your write-off would be insufficient 
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to bring it down to where you were going to realize 

on it, and therefore when you realize on it, whatever 
you get is credited to the account and it is not 

enough to write-off the balance. This is reflected 

in the reserve to maintain your equipment, and the 

net effect is that the net balance would go up, instead 
of going down, would it not, over a period of time? 

I would not have thought that would occur. 

MR. MOLLER: The effect depends very 
much on the type of business. In the construction 
industry you may in one year have a need for a great 
deal of equipment, which you may not need the next 
year. But if you do not want to realize a loss 
by selling it, and you maintain it, it has lost much 
more value than the 30%, 

THE CHAIRMAN: I have read the 
illustration you have put in here, but that is a very 
aggravated case, because you held it for two years 
and then only got its scrap value. That could 
certainly happen on a tough construction job, such 
as in the Rocky Mountains, where the equipment is 
working 24 hours a day, or something like that. 

MR. MOLLER: Or, as we had in one case 
in Baffin Island, the equipment wasto be shipped after 
it had been used there for a while. The shipping 
costs are prohibitive to bringing it back, even if 
it is usable, so you are very happy if you lose it. 

THE CHAIRMAN: You could not get a 


terminal loss on it if it was still there? 
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MR. MOLLER: Yes. 

MR, COYNE: I interpret your criticism 
as being not so much directed at the system that is 
provided by the statute, but it is with the regulations, 
in the sense of dividing assets into classes. 

If there were more of the classes more 
directly tailored to the particular circumstances 
to which you refer, then the difficulties would not 
arise? 

MR, SOMERVILLE; And the rates are 
inadequate in some cases. There are many items 
that are in the class where they have to be depreciated 
that really should be written off as purchases. 
refer to smaller items and short-use items. 

MR. MOLLER: You have the choice only 
on small things, up to $100, to put them in class 12 
now and write them off immediately. Certain types 
of construction equipment which are of much more 
value should be allowed to be carried into another 
class or should be allowed to be written off when the 
job is finished. 

MR. COYNE: I appreciate your point on 
losses, which is really a criticism of the system 
of the classes that now exist, and I take your point 
about rates, which you say are not large enough in 
respect of certain classes. 

But am I right in thinking, in view 
of your general support for the methods of accelerated 


depreciation, that you support the diminishing balance 
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System in the capital cost allowance system, in 
preference to the straight line system that we 
used to have before? 

MR, SOMERVILLE: Yes. The only thing 
we do not like about it is that the new diminishing 
balance rate is not high enough to make it attractive. 

THE CHAIRMAN: I think the illustration 
you have given here must be a pretty bad one; but 
if instead of 40% it were 30%, and you recovered 30%, 
you would write off 70% in two years and, on these 
figures, you would be short 6%. That would not have 
been very serious, would it? 

MR. SOMERVILLE: We would aiso iike 
consideration to be given to equipment that is 
used on a two or three-shift basis, as opposed to a 
one-shift basis, on jobs. 

THE CHAIRMAN: You are going to get 
into an awful lot of trouble with that. 

MR. SOMERVILLE: You do, but you get 
into an awful lot of trouble losing money on your 
equipment because of the lack of this. tay if 
particularly important when you get up into the 
north country, where you get into very hard rock 
and work long shifts at the end of the period. A 
piece of equipment has to be really rebuilt so that 
you can bring its value back up again, rather than 
throw it away. 

THE CHAIRMAN: If you did that you 


would have to have separate classes and aS soon as you 


Ronee 


TLS 


y At Let ‘ Orre LAey 
Poo ee ehhh wet aa 
) Tee alan Sahin Bs 


ee 
Wt oe 


erat: wigad  TReBe of ¢dut sn=n wavs even ay 
é 
| 
et & H id pz wre 
' } ey P “| ii. } an > ery t 4 AW ? zi H a 17 i? 4s) E eh 
} 
i 
| Mie a at ey ih. Kk ROW Te stiuw Siyow ie 
Ph i ry 
a enw deci dei id bivow poe ,semeeeS 
; 
un gee orev 2398 
wie. eluaee OW. re TADVRSMOR ym 
ii’ i ary tt ey 7 a ‘-) 4 | it : +X “fj Laie 
‘ / ' 8 co hang 
: ry ios i2=-4¢°7 | owa & %C wOote 
} zi 
4 pAned eT SasoR 
, 4 au : #7; Lies 1A) at 
P uy ip i ; J C é > Ta "i el os i iii 
5.) D7 YASS a 
“ yoo “46 “fol Lutes ae ores 
' 
4 Ae. 7 i?’ Io BpeusBosa Jrisaag The, a 
i aie mar nedwoual  ¢itelaie loam 
, as + i i ey™, ¢4) wy Wiad Og N2*tOg 
j : oi) te eWillda gol arew: Bis 
' 
A P ‘ - Hopes reve “ey gpeidn tee 
{ rie D \ er 7 a ian yoo D8 * So20) 
A “mm * 7 p ; i ad » ah _ 2 ¢¥ ae rey ete 7 uary, 
vans 31 WEAN 
7¥ 25 «av (2MALA) > a: 
’ 
t "hy 2 i) ue a 4 fh ( =] 5) . of res ey s 4 


actongite .dxos 


ou ihe at aeeeer ait ‘dhatente od oh convantong | 


4 
ery %, 


fata eth eee i 


ero? 9d eved ou born 
‘SIAL VREHOL ™ 


Aw 
4 


+t doods anh gor ob ee 


5 BT ey 


é 
ay 


Sat a Le 


AMAMTLAHD 


ee 
yas, A 


84.45 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Stopped using it in two shifts you would have to put 
it back into the first class again, I think you 
would give that up pretty quickly. 

MR, MOLLER: You had better raise 
the rate. 

COMMISSIONER GRANT: You have probably 
read the brief of the Heavy Equipment Association of 
B.C. when they made representations to us. 

MR, MOLLER: The rate on machinery was 
raised from 10% to 20% by Switching to the diminishing 
balance system. But this was moved, not to 40 or 
50%, but only to 30%. 

THE CHAIRMAN: I do not know why they 
did not proceed with it before, but I suppose they 
thought the rates were too high, 

MR. MOLLER: If you will permit a 
Strong expression, the raising from 20, 25 to only 
30% is almost a discrimination against the contracting 
equipment, because this is the bulk of Lt¢ 

THE CHAIRMAN: I am not sure that is 
right, because you have a pretty substantial write-off 
here, At 20% it would take you two and a half years 
to get down to that point on the straight line 
basis. 

MR. MOLLER: But you had 25% at first. 

MR, COYNE: I see, Mr, Chairman, that 
we started out by dealing with capital cost 
allowances for owners, which is dealt with on page 24, 


and we have now in fact got into capital cost allowances 
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for contractors. 
Could I just pick up where we were. 
I refer to page 29, where in the last sentence of 
paragraph 78 you say: 
"Such equipment might be permitted 
to be written off in three years 
with a straight line rate of 33-1/3% 
or in five years with a limitation 
of 33-1/3% in any one year. 
Perhaps this just displays my ignorance 
of accounting, but would you explain what you mean 


} tt 


by this second alternative, ‘or in five years with a 
limitation of 33-1/3% in any one year". 

MR. MOLLER: This goes back to my first 
statement that the construction industry has a 
lot of heavy equipment, and if you do not get a 
contract where you can use it, you are not making 
any money. You have no recovery on depreciation, 
so you choose not to depreciate the equipment. In 
the third year, if you have a contract for it.) you 
use the heavy equipment. Taxed on the straight line, 
you are not limited to do it every year in 
succession three times, but you get a choice to 
have intermittent years where you do not depreciate 
4t at all for one year, and the next year i 
33-1/3%, as long as that does not go on ad infinitum, 
because if it goes on ad infinitum that equipment 
has a much greater rate than it warrants. 


MR, COYNE: But in either case you are 


proposing the introduction of a straight line -- 
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MR. MOLLER: No. It should be a class 
like fishermen. This type of equipment is intangible: 
there is a choice. Once you have chosen it, you 
have to go through with it. This special equipment 
could go into a special class which could be treated 
on the straight line basis. If I correctly under- 
Stand the new income tax regulations, we will have 
separate items for Canadian industries which can be 
written off in a special class, which has not yet 
been determined, but it will be written off on a 
Straight line method. 

THE CHAIRMAN: Subject to recapture? 

MR. MOLLER: Yes, I think it is 
reasonable to assume it is subject to recapture. 

MR. COYNE: Reverting, if we can, to 
page 24, at the bottom of the page you are speaking 
moregenerally and you recommend that capital outlays 
in industrial plants specifically may be written off 
entirely in any five of the initial eight year periods. 

Is this merely an extension of the 
Same sort of thing that we have been speaking about, 


but applicable generally to industrial plants? 


that equipment can be written cff in two years, 
under the new regulations. 

MR. COYNE: Under the special 
circumstances to which the new regulations apply? 
You are speaking of the 1963 provisions? 


MR. SOMERVILLE: Yes. We feel there 
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would be an incentive to industry to build new 
facilities and improve their existing facilities if 
they were allowed to write-off at a faster rate. 

MR. COYNE: And, again, ona straight 
line basis. You say they should be written off 
entirely in any five of the initial eight year 
periods. 

MR. SOMERVILLE: Yes. 

MR. COYNE: I suppose if there were a 
regulation of this kind it would drive a pretty 
large horse and carriage through the capital cost 
allowance system. This would be writing off and 
putting back into a straight line system, at the 
option of the taxpayer, a very substantial amount of 
depreciable assets. 

MR. MOLLER: But that is already done, 
is it not, in the new legislation that has just 
come in? 

THE CHAIRMAN: To a limited extent. 

MR. MOLLER: Limited to Canadian 
companies. 

MR. COYNE: And a time limitation of 
three years. 

MR. CHUTIER:.  Ifsyou tare sins 
depressed area the building can be written off in 
five years, and after the initial three-year holiday 
the building is entirely written off in five years, 
whether it be commercial or industrial. 


This recommendation is of long standing 
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with the Association, and the real basis’ for itis 
twofold. One is the very substantial drop-off in 
construction outlays by manufacturers on the one 

hand and the feeling on the other of the great stress 
on increasing the need to provide job opportunities, 
brought out by the Senate Committee and other groups 
which have been delving inte this problem, in which 
manufacturing and construction have been the main 
areas, plus services. to provide these new jobs. 

If something was not done to try to 
make it more worth while financially for manufacturers 
to undergo new capital expansion there is going to 
be a very serious amount of Short-changing, and 
with regard to the manufacturers themselves, their 
reasons for deciding whether or not to go ahead and 
plan for an expansion are of course based on many 
factors. But if they can see their way four or 
five years ahead with a market and they think they 
can compete, and the rest of it, they would be much 
more dikely to plan for expansion than if they have 
to contemplate, "We will not be able to get our 
planned investment back for so many years, and we 
are not sure it is going to happen". 

If they could realize a greater amount 
of their capital outlay in a faster period, they 
could do this. This seems to be a pretty important 
factor in their decisions to go ahead, and the 
Association has recommended that, in effect, an 


opportunity be provided in the field of manufacturing 


ce We NER Th Ge en eh re nes 
7 ,! he an TeV 7 a . Mb aa 
ss "ae Lipp i 
; | ; by My ae _ 
4 rm o =P 
ae «ln x 
R aYs.09 @ aaue cUSKA 


au “4 ¥ . tne ,oottsloossA etd cein 


iv ef? ef east. -Diolows 


‘ wait i svelvouo nolrvayt7eaniee 
| ; 

; ner utilise? Bag DASH 
go * ; = 
1 r¢) 5 SnlLessronl Mo 


raed eval solrw 


: i 
: 
: nu ii ee a | 
Sy 
J 1 ud 
‘ 
i 
re , WwW 
o “ 
; 
am ty 
t : Oi sis 
| j 
a 
4 ay 4 
i ° t mst 


. : ; ; 
4 
. J ; ky ft Bs 
a 
¥ r ¥ v; Lez 
’ » 
é 
i 
' 
ry 
> 6 f 
Be thw a ee © ‘ 
‘ - - . - * 
: ) is erro bh loon tisti ni wtwotost 
i _ a ol 
i ‘ it vt 3 sc] ’ f c Le en 


ANGUS, STONEHOUSE & Co, LTD. 8450 
TORONTO, ONTARIO ' 


industry in regard to their capital requirements, 

THE CHAIRMAN: Have you any idea what 
the cost of this would be? 

MR, CHUTTER: The volume of construction 
for manufacturers has been running at about $415 million 
on average in the last three years. It has been 
increasing somewhat in the last two or three years. 
From that we feel it would not apply to a good 
deal of it, because it might be just putting in new 
equipment as opposed to building a new plant. There 
would be variables attached to it, 

MR. COYNE: When you use the term 
"industrial plant", I take it you are referring to 
physical construction rather than plant in the sense 
of mechanical equipment, 

MR. CHUTTER: Yes, this is related to 
the building shell. 

THE CHAIRMAN: The building only? 

MR. CHUTTER: The building only, 
although in some types of industrial construction 
there may not be a building involved. In other words, 
it may be a chemical plant, or something like that, 
being reconstructed. 

THE CHAIRMAN: I am just afraid that 
people will conclude, because this is only a 
deferment of tax, that it does not cost anything; 
but the cost, of course, is the interest on the money 
that the government would receive, under present 


practices, which it would not receive here, 
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I would suspect that these things 
are much more costly -- I do not really know -- and 
one might suspect that it would affect some decisions 
but it would not affect a great number of decisions, 
Whether or not it affected the decision, the man 
would get the benefit. 

Is it a good idea for you and me to 
increase our taxes because of some decisions that 
would be affected by this? It has been represented 
to us that the cost involved in a move of this sort 
would be out of proportion to the benefits. 

MR. CHUTTER: We have tried to give 
some consideration to this, taking it from the 
Standpoint of the federal government's position that 
it may have to borrow more money to operate than 
otherwise would be the case if it granted accelerated 
write-offs, because there is a deferment of the 
tax payment as a result, so there would be the 
interest on the extra borrowing that the federal 


government might require to make, 
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Our people, I think, have been 
concerned by the statements of their manufacturing 
clients, with whom they are trying to develop business, 

the importance of not only tax rates, but, on the 
other side, as to what are the allowances before the 
Pate are applied, and the need of an incentive to 
encourage them, if you will, to expand their plant 
facilities; that if there isn't an incentive | provided 
of a pretty impressive nature then the Government would 


not then have the widest tax basis from which to collect 


| the income tax on which they are relying. in other 


words, if industry doesnot expand then the Government 


are going to lose out on the revenue that they get from 
income tax from those businesses. And if you compare 
the potential loss with the interest on borrowing, we 
feel that the one would probably outweigh the other 
appreciably. 

THE CHAIRMAN: The amount of funds 
that the Government would be out pen annum would apply 
generally in specific areas, Certainly one can get 
Some indication of the difference by what is claimed for 
eee credit purposes and capital cost allowances 
claimed for tax purposes. This always shows up on the 
balance sheet of a company; and if they were to use your 
procedure and added the reserves which represent monies 
which the Government has not got because of the higher 
rate of cost allowance and the rate of interest on that, 
which is what the Government is out, it is a very 


Substantial sum annually; and if you extend that, what 
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you are saying is that the capital cost allowance is 
not general. If you do that you are going to add an 
awful lot of cost to the Government for Something that 
you don't know -- what the losses are going to be. 

We have had it said to us by people 
that they are getting disillusioned and that capital 
cost allowances are a very poor subdstitute for lower 
taxes; and you are going to get into a lot of money. 


Almost everybody comes before us and 


says "Why not reduce taxes instead of having this 
sort of thing?" I was looking at the Summary of the 
evidence and it says "Tax incentives should not be 
used i 


MR. MOLLER: May I submit, following 
the Commission's argument, that the amount of money 


wbich is being deferred by capital cost allowance 


incentives has to be raised. The question, then, 
perhaps, which one might ask is: Who borrows money 
cheaper? The Government borrows Money cheaper and 


easier than industry; and if you take it, then, that 

the 6% which industries would have to pay on the amounts 
which are deferred, assuming that they have to be 
borrowed, then this would increase the profit margin 

by the Government by 50% right away. 

THE CHAIRMAN : You have got a point 
there, Mr. Moller; but you have also got to remember 
that the weight of the tax has to be distributed in 
the fairest possible way. What you would be doing 
in having such a system, having regard to the capital 


or business -- suppose a company hoped to build a new 
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plant, but they never do it. Isn't the result 
going to be to increase the taxes to the industry also? 
Is that going to be good for the economy ? 

MR. MOLLER: I think the question 
could be asked whether this is not partly artificially 
conditioned by our way of accounting for Government 
expenditures, 

Our budgetary system, of course, hag 
-sperhaps we could say this -- has not been changed 
radically or basically in the way that accounting 
for Government expenditures has been conducted, whereas 
our other systems have been brought up from the point 
where the balance sheet ig subordinate to profit and 
loss accounts in importance. This is not the case 
with the Government; and it is really a question, on 
budget. deficits, whether it is true: lartact; that 
they are deficits, because in many cases if the 
Government was working as does private enterprise -- 
let us say, in the utility field, if private enterprise 
would still be running the utility it would be de- 
preciating and would be capitalizing for new plant 
and it certainly wouldn't show it as a deficit. iv 
the Government does the same thing it shows as a deficit 
and we talk about big deficits which, in effect, may 
‘ be nothing else than capital expenditures to be 
ammortized in the future. 

‘ THE CHAIRMAN: Even if we should 
agree with you and think that deficits are quite 
illusory, we are still faced with our instructions 


for this job, which is to maintain the revenue, 
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MR, SOMERVILLE: One point that 
didn't come up in this connection, when talking about 
Sales tax, is that the additional cost of Sales tax 
requires people in business to. pay interest rates on the 
additional monies they have to borrow. 

THE CHAIRMAN : l_agree with that... 

MR, MOLLER: We have to inject into the 
cash flow the full amount of sales tax added to our 
otherwise existing bills; and particularly so far as 
business is concerned we are paying the money out and 
if.we are lucky and get a refund -- which, as was 
pointed out, won't be a hundred per cent, and we won't 
get anything if these monies are paid to the Government 

wrongly, or, really, not lawfully -- if it is income 
= we get 3% back, I think, but I am not even quite 
sure it gets that far. There is no refund for industry 
at all, so this is an outright loss; but there Le. oe 
would say, an innocent party because the contractor 
certainly is unable to collect it from the owner, 
because the owner says "You are entitled to a refund; 
ask for a refund," He has to lay it out. He 
doesn't get it back in full; and to stay in business 

he has to borrow money to finance, which is a hardship. 

This geems to me an easily-overlooked 
item which is of the greatest importance, We were 
talking about $185,000,000 at one point today in this 
hearing, of added taxes, and these are not small sums, 

THE CHALRMAN: We are not overlooking 


them, I can assure you. 


MR. COYNE: The next point I was going 
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to turn to is a relatively small one on page 27 where 
you are dealing with major repairs in paragraph 71. 
You gays 
"At the present time taxpayers have 
the option of considering major repair and 
replacement expenditure to buildings as either 
a current operating expense or as a capital 
item that usually has a capital cost allowance 
rate of 5%..." 
is that, strictly speaking, correct? I thought the 
Jurisprudence was strewn with decisions where the taxpayer 
thought he had the option but he found he was wrong. 
MR, MOLLER: If I may say something 
oft the record... 
THE CHAIRMAN : it is hard to do that 
because there is a reporter here, 
MR. COYNE: I want to go on to the 
second sentence where you make this recommendation: 
"It is believed that there should be 
a further option available between these two 
extremes and it is recommended that such outlays 
be also allowed to be written off over a period 
of not .exceeding 5 years. 
Do I understand that to mean that, in effect, you are 
proposing another separate class? 


MR. MOLLER: Téa. 


MR. COYNE: To accommodate repairs? 
MR. MOLLER: Major repairs. 
Mr .COYNE: Major repairs which would be 


depreciable on a straight line basis and over a period 
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wee® . “ 
not exceeding five years? 


1 
F MR. MOLLER; On the assumption that 
: the major repairs are not adding to the capacity of the 
: plant they have to be written off now, in the year in 
: which they are expended, 
: MR. COYNE: But you are recommending a 
: straight line method at the option of the taxpayer? 
: | He would still be entitled to capitalize them in the 
: ordinary fashion, but you are recommending... 
* MR, MOLLER: AS you have pointed out 
_ the wording here is a little loose -- that the taxpayer 

oe has the option. The taxpayer has a choice, He can 
‘ represent the undertaking or the construction as a repair 

or as a replacement; and depending on how he presents it, 
% if the tax department accepts hig representations then 
if he has theoretically speaking a choice, 
2 MR. COYNE: Well, I don't know; I 
¥ think this is a legal point, I think under the law 
. certain expenses are entitled to be deducted as current 
| expenses and other expenses are entitled to be considered 
e as capital expenses and not deductable. i take it 
‘ that what you are dealing with here is an alternative 
: method of writing off the whole cost? 
s MR. MOLLER: I would say it is a 
24 

question of major repairs and that the taxpayer be 
. given the option of deferring the expense for tax 
26 

purposes over a period of five years. 
34 Let us for one moment assume that we are 
talking about an expense which the tax department would 
29 


acknowledge. 
30 


ie. i il 


ny ; a) 7 


: ieee 


a aie 4 Ay ; 

f ataehe: 

| ut ane ae a i - fe 
| | regia sat Lae nota oi 4 bonis ent f heme Ry 
ne sil nt oe, elisa. peivtiee ag ieee hisow on 


No epeimeaneniee ‘eth eer ud noted ersorbIo, 
suo eetatew peat (0 $x + FaLLOe a 
hase ake ahd = a wronL anne 3 at wisn gotpaow ede 


Pi eee (att aoneute #: oT seen orf HOLTHO One Bab 4G 


rs 
¥e 
a 


a — 


abhoet sb. 64 Bebtagyitncs add be pee Deed foes end 400 beTqeT 


9 


sat sinaaefqo wt Wo 2a suikdeyed bow goasgooelges Sees ee 


—— 


PG i elie al wie my genes cpus sage e? sha _%2) I 7 
«802000 i antasect qiltaofiesoeny can ui 
L peor oom 4 ~llow fRAZOD . HM 
vay =i? Sane wabny t yom eg Rhaet ‘ it afdd sinide 
y wine at hetootet ef ast; eo Lehi te nine hoanagss HSB, 


rbbivaon &o o8 Bhiniies site geen? ® {sic Han tehreqce 


Si ein 1 bidionbe’b en eas ell etkt LaviGges st f 
WE PAE iret ea ai he A ernst ttiw set ae 278, BOY join sade | 
| : | . em Lodw on? Bie BAtd lo 1.borees 
wan bidoy 2 ‘224108 = 7A 


yl yoeeqart sa) Jade bas aniéqeT vobem to eGnveaupy 
. gil elt agieiien att atiieteh t6 wolsao any nergy 


7 
iw y vt? Yo horreg & Tevd seoagiay)) Ni 


Mins 
t 


. 
{ 
| 
oun eu ted? onde TAGMOR eho wl su F764 
' ver, | a 
} 


ay Duy inowerageh a nF edt doliae Hoes ae gueoda water 


— 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO = 8458 


THE CHAIRMAN 3 You are thinking of bad 
debt expenses which under the present System are not 
allowed? 

MR. MOLLER: Not allowed. 

MR. COYNE: And is it not rather the 
expenses that are properly Subject to capital cost 
allowances that you are concerned with? 

MR. MOLLER: Yes, othat, Ls. Frights, 
the’ question -is, then, of course, as a practical 
Solution why not have something which is definitely 
allowed as an expense to be an expense, Take a company 
peace a big plant. You don't paint it every year. 
So if you paint it in 1963 1963 it is; you would have 
to. write it off in that year. 

In order to smooth out the results it 
would be desirable, I submit, that a way should be found 
to openly and quite ee defer for tax purposes the 
claiming of this expense, which actually means that the 
department would get more tax in the end effect, 

THE CHAIRMAN: And the averaging 
procedure then wouldn't be necessary? 

MR. MOLLER: That is it exactly. 

It is almost an alternative, or a part alternative, 
to the averaging procedure. 

MR. COYNE: i wonder, Mr. Chairman, if 
we could go on to one of the major subjects that is 
remaining, and that is in the section commencing at page 
30 on the subject of reporting of income. This is 


divided into sections entitled "Holdbacks" and "Income 
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THE CHAIRMAN: So far as these 
gentlemen are concerned there ig nothing much more 
important , They are very much concerned about this, 

MR. COYNE: I thought it might be 
helpful, as an introduction to this subject, if we 
asked Mr. Somerville and his colleagues simply to 
outline very briefly how contractors would, in fact, 
account for the various ways in which they account 
for income within the congines of the Income Tax Act 
at the moment, 

MR, SOMERVILLE: We would be glad to 
do that. 

MR, GRAY: A few years ago we 
conducted a survey and found that about 50% of the 
general sub-contractors reported on the completed 
contract method, In other words, only at the end of 
the job did they report the profit on that particular 
Job. The other 50% reported on an annual basis, 
estimating the profit, and paid the proportional amount 
one year and the second year. 

I think historically the construction 
industry, years ago, when the income tax was of a rather 
minor nature -- practically 100% reported on a completed 
contract basis. 

Under the present regulations the 
completed contract basis is not according to law. 

It is put up with as an administrative convenience in 
the Department. But if the contractor changes back 
to the annual basis then he can't revert to the completed 


contract method, What they are trying to do is to bring 
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us into the annual basis, 

THE CHAIRMAN: Where do you find this? 
Is it in the administrators! guide? 

MR. GRAY: It is the men in the field; 
it is an administrative guide, We think it should 
be part of the Income Tax Act and give us this privilege 
to report on this basis, 

The difficulty with the annual basis 
is that you may anticipate making a profit of, say, 
$50,000 on a million dollar contract -- just to use 
figures -- and at the end of the first year you may 
pay tax on that basis. You may find out that you 
are only going to get $20,000, so you have overpaid your 
tax; and it can work the other way, except that the 
only difference is that you have topay a penalty on it; 
and in some cases it amounts to a fair chunk of money. 

MR. COYNE: Is the procedure that you 
have described, that is insisted upon by the Department 
-- can you say whethe it is in accordance with the law? 

MR. GRAY: No. The Wilson and Wilson 
case determined that. That was about three years ago; 
and then one year ago there was the Colford case where 
the Supreme Court found that a holdback does not 
constitute income until the holdback was certified 
by your architect or engineer. 

Now, in @ great number of instances 
the Colford case will protect us so far as the current 
year is concerned because the holdback usually amounts 
to more than you ever make on the contract. The 


percentage of profit of the average general contractor 
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Lan Gc very high... 

THE CHALRMAN : The Colford case does 
not meet the point you are seeking? 

MR. GRAY: No, it does not. 

MR. CHUTTER : The Exchequer Court 
and in Wilson and Wilson -- the decisions both stated 
that the completed contract method had no status in 
law; but it has been Departmental practice for many 
many years. 

THE CHAIRMAN s The point was to 
determine when completion occurred, and I think it has 
been open to some contractors to defer completion by 
their own maneuverings so as to hold things over. 

The law has got to be positive. 

MR, GRAY: The law may be positive, 
but your administrative procedures are not, They say 
that a contract that is substantially complete must 
be brought: into the revenue’. That is where the 
argument comes in. 

THE CHAIRMAN: What did they do to 
change that? 

MR, CHUTTER: Now it has been changed 
through the Colford case where it says that the actual 
architect's certificate shall constitute the date on 
which the contract is complete. 

MR, MOLLER: That cis teorrest. It 
is one of these cases where a decision brought about 
a rather surprising effect. 

MR, SOMBRVILLE: It means that we are 


anxious to get substantial completion so that we get the 
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money; but we wouldn't be anxious to defer... 

THE CHAIRMAN: So you think the Colford 
case takes care of that? 

MR. GRAY: Not quite. 

MR, SOMERVILLE: If they make legal 
the completed contract method -- if they did make it 
legal it would, yes. 

THE CHAIRMAN: The Colford case is 
law, 

MR, SOMERVILLE: Yes; but the completed 
contract method isn't law, and we feel that the regulations 
could be maneuvered so that the Colford case would be 
maneuvered out of naeruineban 

MR. CHUTTER: From a practical stand- 
point if contractors get into arguments the normal right 
to take an appeal is not there, and the tax officials 
have no legal rights because there is no basis for 
the completed contract method; and this puts it ona 
pretty inequitable basic. 

MR, COYNE: I may be a little naive, 
but as I understand the Income Tax Act all businesses 
have to pay income tax on the profit from the business 
for a year, and that is all the Act says, except that 
there are certain cmsructions in the Act as to what may 
be deducted in the determination of profit. why is 
it that alone among businesses the contracting business 
needs some other provision IM the Act? 

MR. STEIN: it 1s because of the 
general nature of the construction business, A 


manufacturing business can, at the end of the year, 
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report that they have manufactured so much and they have 
this much inventory and they have that much surplus 
Stock, and it becomes a clean cut Chey 

MR, COYNE: This isn't what the Tax Ac 
says. All the Tax Act specifies is that one must 
know one's profit. You are telling me that the profit 
from a manufacturing operation is easier to determine? 

MR. STEIN: Yes 5) 1 am Leadhe’ up: to 
the fact that it is a rare occasion that a project is 
completed at the end of a a contractor's fiscal year; 
and they will extend -- they can come in the third 
quarter, or in the second quarter, or go on fora 
full year or half a year beyond that. 

COMMISSIONER GRANT: But if they are 
started and completed in the fiscal year... 

MR, STEIN: If it is started and 
completed in the fiscal year it is a simple operation; 
but where a contract is partially completed and it 
continues into the fiscal year you have merely an 
indication and an approximation of the true value of 
the work completed. 

MR, COYNE: It has sometimes been 
Suggested that section 4 of the Income Tax Act would 
be improved and made more certain if it made reference 
to the profit from a business being determined in 
accordance with generally accepted accounting principles. 
Let me put this to you: Are the accounting principles 
able to determine the profit of a contracting business 
in the year? 


MR. GRAY: Lach year? 
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MR, STEIN: To an extent they could, 
with a provision which supported our recommendations 
in favour of recognizing on a legal basis the value 
of the completed contract method, There seems to be 


among a great many people a little misinterpretation of 


the ruling in the Colford case, I don't think the 
ruling specifically said -- but I may be picked up on 
this -- that a holdback is not an account receivable unti 


you have an architect's certificate. 
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I think there is a Superior Court ruling that a 
hold-back is not receivable until there is an 
indisputable right to the hold-back, which then by 
interpretation becomes dependent upon an architect's 
or an engineer's certification that the work is 
completed and that the hold-back Should be released, 
MR. COYNE: Is that not, in effect, 
an acceptance of the completed contract concept then? 
MR. STEIN: No, because in all 
integrity a contractor can declare his completed 
contract and actually forward an incomplete contract. 
If he has been operating on the completed contract 
method -- which has been tolerated -- and there is 
a difference of opinion between the contractor 
and the Minister of National Revenue, he can be 
hauled up an the carpet two or three years later and 
re-assessed, and he has not a leg to stand on legally 
because the complete contract method is not 
recognized in law. 
THE CHAIRMAN: Mr. Coyne, I would 
Support, generally speaking, the fact that there is 
no industry where it is more difficult to determine 
annual profits than this industry, for the reason 
that many contracts run for longer period of time. 
Most of them run over the end of the year and one 
has to be concerned with taking up some of the 
profit of the contract or deferring the entire profit. 
There are rough spots in the cases I have seen, 
and there must be give and take in the determination 


of when a contract is completed. I think an accountant 
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would say for accounti ing purposes that if the 
contract is substantially completed it Should be taken 


over, and that if he is ho iding only $1,000 or so 


the job is finished, I think the word "substantially" 
does cause some diffic iculties. On the other hand, 


it is quite unfair for the revenue to be able to 
keep the job open Just because there are one or two 
dollars still to come I<” “SO. ag- 5 Say, there are 
some rough spots. I do not think this is an over- 
whelmingly difficult problem, except the writing out 
of a definition of the completed contract method. 

I think that is a ditfleult thine t6 do, and I 

do not know whether anyone has ever tried to set out 
On paper such a definition so as to give equal rights 
to both sides, I have not tried to write Ley out, 
but it would be difficult to do. Have you ever 
tried to define that? 

MR. GRAY: Certainly there is no 
definition of the words "substantially complete", 

MR, MOLLER: Well, I will try to do 
Chat 1 may. 

MR, GRAY: The other thing is the 
question of extras. They can run on for months 
after a contract is complete. We had one contract, 
which was not a large one generally speaking, which 
was around $1 million, and the amount of profit we 
had all centred around extras, If we got extras 
we made a profit. If we did not we broke even. 


The extras actually did not accrue until April or May 
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the following year, and the income tax department 
wanted us to throw them back to the previous year. 

THE CHAIRMAN: When would your job 
have been completed? Did the Job not stand by itself, 
or was the whole thing held up until the extras 
were received? 

MR. GRAY: The point was that we did 
not know what the extras were going to be, some. of 
them were split 50-50, Some were given to us in 
full, and others were thrown out. We do not know 
which ones are going to be thrown out or brought in. 

THE CHAIRMAN: You cannot measure 


your income, 

MR. GRAY: No. They threw it back to 
the previous year although we got them in April and 
May. 

MR. MOLLER: Might I ask whether it is 
fair to compare this situation with the situation 
in the Exchequer Court, where Justice Thorson 
declared that the accrual method was not legal under 
the Income Tax Act? This is about the same thing. 

I do not think I am hurting anyone when I say that 
the vast majority of corporate taxpayers report 

their income on the accrual method, but the Exchequer 
Court declared that that was not permissible. There 
is nothing in the law whic h permits the accrual 
method to be accepted by the department. 

THE CHAIRMAN: This was years ago and 


the law was changed. 


MR. MOLLER: Yes. What I am leading up 
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to is the fact that the law should be changed so as 
to authorize the legal acceptance of the completed 
contract reporting method, so as to take this rather 
difficult situation out of the realm of contention 
between the department and the taxpayer, The 
department is able to go over every contractor's 
head and to tell them if they are not satisfied to 
go to the court. 

THE CHAIRMAN: You would have everybody 
on your tail if you could get a clear and effective 
definition of this. 

COMMISSIONER GRANT: Mr. Coyne, I was 
wondering whether or not the test applied under the 
Mechanics Lien Act could be made applicable to the 
Income Tax Act. There is a large body of juris- 
prudence under the Mechanics Lien Act, the effect of 
which is that a mechanics lien will not apply afte 
a given period of time from the date that the last 
work was done and the materials were supplied. The 
length of time would vary from one province to 
another. There is a large body of jurisprudence on 
this, and you cannot hold up the thing just because 
a plumber has not put a washer on a tap. It has to 
be well settled as to when a mechanic's lien 
expires. 

MR, GRAY: The time expires 37 days after 
where an architect or an engineer is involved. In 
Ontario it expires 37 days after the architect or 
engineer has given his final certificate, but we are 


finding it extremely difficult to get final certificates. 
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COMMISSIONER GRANT: It goes not 
necessarily depend on the architect. I do not think 
the act mentions the architect. It Simply says 
unless the work is done and the material is supplied. 

MR. GRAY: That comes into the other 
phase of it, where the person who puts on the lien 
has to prove that under the Mechanics Lien Act he 
has in fact filed his lien within 37 days after he 
put into the place his last bit of material. 

COMMISSIONER GRANT: Either he, or 
anybody else. 

MR. GRAY: Well, anyone who files a lien. 

MR. MOLLER: The question in this case 
is that you may not have completed your contract at 
co il But if you have not done any work within the 
37 days you are out of luck. 

COMMISSIONER GRANT: You mean, if you 
nad not supplied any more Labour? 

MR, MOLLER: You are out of luck with 

uc lien regardless whether the contract is completed 
or not, 

MR. SOMERVILLE: I think one point 
worth noting here is that no government or provincial 
work is lienable. Therefore any rule which should 
be applied should be applied across the board. 

MR. COYNE: In the next section you 
deal with the problem of income fluctuations, and you 
are recommending an averaging system which would be 
available to contractors, similar to the system now in 


effect for farmers. Then in paragraph 87, on page 32, 
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contractors! incomes an extension of the ecarryback 

of losses provision from one year to four years, 

the same period as is permitted in the carryforward 
provision. My question would be whether, in 
recommending this extension of the carryback of losses, 
you are suggesting that this should be a provision 
which is available to the contracting industry as 

such, or should it be of general application to’ ali 
industry? 

MR. GRAY: We have typically in mind 
the contracting industry, because of the peculiarity 
that a contractor can make a fairly reasonable sum 
of money, say $40,000 for three years, and then all 
of a sudden he gets a big contract and makes $150,000, 
and then in the next year earn nothing, or not make 
enough to make a profit. So he is going up and 
down. The hills and valleys of the contracting 
industry are well known, of course. We thought that 
it would be easier for his financial ability to 
carry on to try and even out his profits. 

MR, COYNE: You are only directing 
your attention to your own profit? 

MR. GRAY: Yes. 

MR, COYNE: As a matter of interest, 
before you came in this morning the Shipowners were 
before the Commission and they posed precisely the 
same point. These very large fluctuations and 
the advantage of being able to spread the losses back 


was a point of some concern to them. I think I am 


a _ 


a 


+5 


eo #{ 


sel agiy 


“httatad rs Bomsont ‘ asofossones 


of 2 4860 Gitaemcr? ‘Motel yesy \Boesol Tag *s 
1 > 


i sh? wt tefginreg et ea beg tsq/muba ode 


1h) enim 


j ¢ " ry R Ay (4 T ine) grtar 
i | 12 ry 
a) 
an, O10 
‘ Mv 
£ 
+ a 
i ¥ 6 
. ’ 
4 ¥' h 
t 
bf 
j i Ai 
.S _ 
h. Woy 
ne ie 
; { 
A 
i ye GA ; 


lier 


viwésaaya oaobe, gas 
oul Me: garat' ¢ 


ufrhilx6* etas 


Jd Lfeow aoliesop- um 


nit witieauass: 712 LOT 
' ci ofdatiave el Acie 
ed JI Troda = OQ 
'yiTtanent 

SYARD VAG 
wgeutal ai Sitios ang 
f Stiatiaos 7 6u7 
: y, CRG e «Yoon Fe 
‘ ue { 10! a. iC 
eis 5 nm? bas 
eile } ons 
rm J ie + Owe , JIWOD 
7 Lg ~ bat 
stas Stine ma 

NTO 

Oy t.470 Wwoy, 

A -' 

‘ray (tif 
CLas Ro ee UTE WIC Led 


bone rnalsstagoD 


nlog 


iorthneang ot 


aid etTotev 


oes 


scents pwet! eff beegge oF nids finied To specaarba eri? 


re) 


, 
tial 


inidé 3: prt of rxreerte ete to a@ntog 6 ean / 


-_ 


7 


} 


= 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 8471 


eorrect in that, Mr. Chairman; 

THE CHAIRMAN: Yes, Mr. Coyne. 

COMMISSIONER GRANT: Before you leave 
that point, this may not be contemplated at all in the 
trade, but it does occur to me that if you were 
permitted to go back four years and had a record of 
good profits in those years, might that not be the 
tendency for a contractor who, say, has been 
unsuccessful in some of his bids, and he is carrying 
his overhead and has no work, to say: "I think I 
will underbid. I will-put in a very low bid on this, 
because if I get it I will cover my overhead. I do 
not expect to make a profit. in fact, I do not care 
if I make a profit; I can stand a loss because I can 
carry it back into the good years". i Ghat 
situation did develop, it would not do your industry 
much good, I suggest. 

THE CHAIRMAN: You could recover up 
to. 150%. 

MR. SOMERVILLE: That possibility is 
there, but as I always feel people are more interested 
in making profits than losses. 

COMMISSIONER GRANT: They are also 
interested in cutting their losses, Mr. Somerville. 

MR. SOMERVILLE: Yes, that is so. 

MR. STEIN: May I suggest that the 
construction industry is hazardous enough without 
deliberately underbidding on a job. 


COMMISSIONER GRANT: Do you not find 
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today in the construction industry that there are 
some times when a construction firm will narrow ites 
profits in order to get a job so as to meet its over- 
head? 

MR, STEIN: Yes, 

COMMISSIONER GRANT: This carryback to 
four years is only making the situation a little 
less hazardous. 

MR. CHUTTER: But the average contractor 
has, of course, more than one job in a given year. 

He might do that on one or two jobs, but he would have 
many others. 

COMMISSIONER GRANT: Well, some of my 
friends are contractors and they have had some small 
pickings at times, having been glad to do that so 
as to keep their organization together. 

THE CHAIRMAN: I would have thought 
that these gentlemen would have replied, and I am 


4 


rather surprised that they have not replied, that 

if the tax was at the 50% rate the fact that he 
would lose half himself is sufficient return. If he 
was taxable at the 21% rate he would not lose so 
much. 

MR. MOLLER: Unless you are running 
into a loss your averaging will only help you in 
these marginal cases, because otherwise, unless 
you have a loss, the rate is at least 50%. If you 
incur a loss through your bid --- 


COMMISSIONER GRANT: Well, I do not 


think you would want to make a deliberate loss, but you 
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might be inclined to bid on a job with less thought 
Clesoreic, 

MR. MOLLER: That you can do even 
without the averaging, and it does not herp Yow, 
Unless you run into a loss the averaging will not 
give you any advantage. 

THE CHAIRMAN: Mr. Grant is putting 
to you what I should have thought was a valid question, 
namely, would this provision cause you to bid less 
carefully or more recklessly than you are bidding 
now? 

MR. SOMERVILLE: Generally speaking 
I think the answer is no. I think you might 
possibly find the odd person who might be thinking 
in this way, but generally speaking I do not think 
that that is the way in which people operate. 

MR. COYNE: Those were the major 
points, Mr. Chairman, I was proposing to dwell on 
in the income tax section. I just have one question 
under estate taxes, otherwise I would have no 
further questions on the income tax section of the 
brief, which takes us up to page 41, I think. 

MR. SOMERVILLE: Might I just make an 
interjection here, Mr. Chairman? 

THE CHAIRMAN: Yes,please do. 

MR. SOMERVILLE: Mr. Graham, wouid you 
cite the instance we were talking about last night 
concerning reclaiming of overpayments? 

MR. GRAHAM: Yes. This was having 


to do with the matter of refund procedures pertaining 
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to refunds of corporation income tax, where we would 
maintain that the procedure of the department takes 
far too long at some considerable cost to the tax- 
payer. We should like to suggest that when a 
taxpayer makes a claim for a refund of tax which he 
has already paid, he accepts the onus and the 
authenticity of and for his claim, and that he 
should be entitled to his refund immediately, either 
through the process of having made an immediate 
investigation of the claim, or, if that is not 
possible on the part of the department, that the 
refund be made subject to an investigation later on, 
with all the penalties which would follow in the 
event of an erroneous claim. 

THE CHAIRMAN: I think you have a 


point, because I read this last evening. 
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I recall that the last time I was in Toronto the 
Tax Department called me up to say they were sorry 
that they had not dealt with my letter of last August. 
T said, "I do not. recall writing a letter last 
August". They said, "Yes; you complained about the 
interest we charged you", I said, "Yes, I remember, 
I do not think you are entitled to charge me any 
interest whatsoever". Then they said, "We are very 
sorry but we have not got around to doing it yet". 

MR. GRAHAM: I can cite a case on 
this, Mr. Chairman. This concerns a refund that 
we became entitled to running to Something over 
$100,000. We made representations to the government 
with adjustment of income tax return forms in early 
June of 1961, and at that time we applied -- by 
registered letter incidentally -- for a refund of the 
taxes applicable, which, as I say, ran to over $100,000, 
The refund was actually made, after many representations 
on our part, on November 28, 1962, a matter of about 
eighteen months later. 

THE CHAIRMAN: You got some interest, 
did you not? 

MR. GRAHAM: We got interest, but the 
difference in the interest rate that applied and 
the rate the department paid to us ran to something 
in the order of $11,000 costs to our company. We 
were entitled to this originally. The claim we 


made was paid. 
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result of your filing an amended return for the 
preceding year? 

MR. GRAHAM: Not exactly. It is rather 
difficult to explain in a few words; but it arose 
because of a change in the classification of the 
company. We had been making instalment payments 
monthly on the basis of a Canadian fully-owned company. 
This company became non-resident-owned and sub ject 
to a 15% rate of taxation. We claimed for a refund 
of the taxes. The status of the company was made 
retroactive to the beginning of the fiscal year, We 
claimed a refund of the taxes applicable, and did 
not receive that for eighteen months. 

MR. MOLLER: Is it possible to perhaps 
put this in the form of a general principle statement? 
It is the same as the taxpayer is responsible for 
underestimating or undersstating his tax. He then 
pays the penalty of interest which he cannot even 
deduct from his income. He would be safeguarded if 
he could make an amended return in the same way. It 
wipes out what the taxpayer has done before and 
would give him the money back. If he can audit 
it immediately, that is fine; if he cannot, that is 
the taxpayer's bad luck, and if after two years it is 
Shown that the amended return was wrong, they could 
proceed accordingly and impose a tax penalty. 

MR, SOMERVILLE: That was all I wanted 
to mention, Mr. Chairman. 


THE CHAIRMAN: Let us go to estate taxes 
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then. You passed through provincial sales taxes, 
did you not, Mr. Coyne? 

MR, COYNE: Yes. 

THE CHAIRMAN: As a matter of fact, we 
are not very much concerned with them. We are 
concerned with estate taxes. 

MR. COYNE: We discussed rather generally 
at the end of the morning -- 

THE CHAIRMAN: Putting them together. 

MR. COYNE: -- the question of putting 
them together, yes, which is one of the recommendations 
made in this field. We are now at page 58, the 
section dealing with "Other Taxes". 

MR. MOLLER: Is it permissible, 

Mr. Chairman, to come back and ask whether our 
presentation on the provision for bad debts is so 
clear that it does not require any further explanation? 

THE CHAIRMAN: I think what you have 
Said is perfectly clear. You just think it is 
too loose as matters now stand. You want a formula 
of some kind? 

MR. MOLLER: Let me put it this way. 

If a formula is applied by the department owing 

to internal regulations, it should be made public, 
perhaps without legal binding force, but at least as 
a consistent guide to the taxpayer, instead of 
every audit being treated differently, with the 
ensuing penalty of interest payments on underpaid 


taxes because of having followed exactly the instruction 
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of the auditor before in determining the bad debt 
reserve. Then you are suddenly faced with another 
computation by the next auditor and you have to 
provide tax. 

THE CHAIRMAN: I must say that I have 
had experience of this. My experience has not been 
of the kindthat I would prefer a formula to the 
existing practice, because I cannot think of much 
difficulty that has arisen in recent years. But is 
it the statement of your industry that there is a 
lot of difficulty here? I know there has been some, 
but I would not have thought there had been a great 
deal. 

MR, MOLLER: Yes, we experience a 
great deal of difficulty by being treated three 
times in succession, every time differently. 

THE CHAIRMAN: Are you speaking about 
yourself or your industry? 

MR. MOLLER: Just my company. That is 
my experience. 

THE CHAIRMAN: Because I must say 
from what I have seen that there has not been a 
great deal of difficulty, and I would have thought 
that as a practice it would be better to leave it 
the way it is than to have a formula, because a 
formula would fit one industry well and you would 
have to have another formula for another industry. 
If you put one across the board, it would obviously 
not be very suitable. 


MR. MOLLER: Perhaps I could put it this 
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way. There should be no penalty involved similar 

to the principle that if you pay your tax instalments 
on the basis of last year's tax you are not Subject 

to interest penalties up to your sixth instalment 

if you have underpaid because your profits in the 
current year are higher than those in the previous year, 

Applying this principle, if what you 
have provided is on the same basis as you provided 
in the year before, there should be no penalty 
involved for the underpayment of tax. 

THE CHAIRMAN; What do you mean by 
"penalty"? 

MR. MOLLER: Interest. 

THE CHAIRMAN: I thought you did, but 
I was not sure, There are other penalties in the 
Act too. But you are talking about interest? 

MR, MOLLER: Yes. 

THE CHAIRMAN: You say there should be 
no interest if the bad debt reserve turns out to be 
what it had been before, providing it is on the same 
basis as the previous year? 

MR. MOLLER: That is right. That does 
not introduce, really, a binding formula on an 
industry or anybody else, but it merely does not 
penalize somebody for consistently following accepted 
computation practices. 

MR. COYNE: I suppose if in the past 
year you had actually been assessed, this difficulty 
would not arise, would it? 


MR. MOLLER: That is right. 
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MR. COYNE: It is only where you are 
following a consistent procedure in respect of 
Succeeding years that have not yet been assessed, 
where the effect of the different allowance can be 
carried back, that there are these disadvantages 
that you speak of? 

MR. MOLLER: Yes; and usually these 
interest penalties go at least two years back. 

MR. COYNE: I took this to be a 
criticism of the looseness, and perhaps inconsistency, 
of the administration of this PPOViSi0n; but I did 
not read any specific recommendation being voiced 
by the Association in paragraph 109. 

MR. MOLLER; I presumed, as I was 
responsible for the paragraph, if I may say, that the 
meaning was as I have now explained. 

MR. COYNE: Then, Mr. Chairman, in 
this latter section of the brief there is just a 
very small point that I wanted to explore briefly. 

In dealing with estate taxes and 
Succession duties you point out certain difficulties 
which these taxes introduce, particularly for small, 
closely-held businesses; the fact that the problem of 
paying estate taxes frequently results in the sale of 
the business either to large companies or to foreign 
interests, 

Then in paragraph 168 on page 59 you 
recommend the raising of the basic exemptions on 


estates to a level of $100,000 and say this would permit 
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the continuation of small family businesses and 
partnerships which are now hampered in their growth 
by the necessity of providing for estate taxes. 

My point is this. The implication 
that I read into this recommendation is that if the 
level of exemption. was raised, as you recommend, that 
level of exemption would then pretty well cure the 
problems that you have been referring to in the 
preceding sections? 

MR. MOLLER: The right word would be 
"alleviated" instead of "cured", 

MR, COYNE: You say: 

"-- this would permit the continuation 
of small family businesses and partner- 
Ships which are now hampered in their 
growth by the necessity of providing 
for estate taxes." 

MR. MOLLER: "Assist", "facilitate", 
instead of"cure". 

MR. COYNE: In other words, you are not 
intending to be read as meaning that this change in 
the exemption level would solve all the problems 
which you describe as being present? 

MR. MOLLER: No. "Facilitate" would 
be a much better word, if I may say so. 

MR. GRAY: That bogey is in front 
of all of us, I think, in our family businesses. 

THE CHAIRMAN: We wonder, of course, 
how genuine the bogey is and we keep asking for 


illustrations or examples of family businesses which 
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have been sold because of succession duties. ak 
Suppose there are some; I do not deny that there are; 
but in most cases I would have thought there were a 
number of reasons for it, one of which may be 
succession duties. 

Mind you, we have had legislation to 
try to straighten out the combined effect of 


Succession duties and income taxes, and I would have 


thought we had been fairly successful in doing that. 
Furthermore, this has been talked about so much in 
the last 15 or 20 years that I would have thought 
that most shareholders would have found a way to 
get themselves out of trouble, either by insurance 
or re-arranging their affairs in some way. 

MR. GRAY: They have, to a certain 
extent, but they cannot go down too far. You can 
make certain provisions for the senior man by trying 
to settle his estate at a certain amount, but then 
you come to the next generation and if there are 
three or four of them, and two die very shortly, 
you are in the same mess that you were in before. 

One of the reasons that they go into a 
public company from a private company is the fact 
that it is on the market and the value is there. 

It is set out in writing. At least you do not have 
to get into an argument with the department as to 
what the estate is worth, which I think is mentioned 
here. One of the problems in this respect is that 
one valuation may be, say, two and a half times 


another valuation. There is a terrific difference of 
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Opinion on the value of an estate. 

THE CHAIRMAN: I thought the figures 
you give at the end of this submission were most help- 
ful. Iwas a little surprised at the decline in 
construction for manufacturer, and graph No. 5 indicates 
what a diminishing part of total construction that ve, 

I presume that as it has gone down, 
social capital and other forms have gone up. But 
of course as one looks around Canada it would seem ‘to 
me that most factories have pretty good-looking 
buildings now, and I suspect you have done a great 
deal of construction which is still very good. In 
fact, it looks to me as though you were doing all 
right up until about 1957 or a little after that, 
according to this graph. 

I just wonder whether just about every- 
body in manufacturing now is not manufacturing in 
pretty good facilities. After the war, of course, we 
needed new faciltties. Everybody built plants at that 


time, I think, and now I see old plants being closed 


and new ones being built right and left. I wonder 
if there is much more catching up to do. I would 
not have thought so. Of course, the profits of 


manufacturing have been fairly steady the last few 
years, as you know very well. 

MR. CHUTTER: The fact that there is 
a volume of $400 million to $500 million worth of 
plant construction is a sizeable amount, and although 
there is servicing and many lines of manufacture 


there does not appear to be opportunity for expansion 
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in this respect as there is in a good many other 
things. 

Also, with plant modernization you 
may have a plant the physical shape of which is 
quite satisfactory and will stand for 50 years, but 
its design, lay-out, and so forth are such that they 
are outmoded and cannot compete with modern 
structures. 

These are some of the aspects which, 
even with a high rate of production, mean that there 
is a desire on the part of many aspects of the 
manufacturing business to extend, modernize, 
relocate, or do all thcse three things: and if there 
was a little more encouragement, they would perhaps 
do more. 

COMMISSIONER PERRY: There is one 
point that I might mention. On pages 33 and 34, 
where you are dealing with the very important 
question of income tax rates, the arguments you 
advance are quite relevant and important, but it 
seems to me they are all advanced on behalf of your 
elients. 

Do you encounter no difficulty your- 
selves with international competition in the 
construction field, on which income tax rates 
might have some bearing? 

MR. CHUTTER: As far as Canada is 
concerned, some foreign companies may have some 
tax advantages. They may have other disadvantages. 


This was shown up on joint programs such as the 
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Seaway, where the more liberalized write-off conditions 
for construction equipment enjoyed by the American 
contractors, plus the fact that they could borrow 

at the lower rate of interest, and so on -- these 

and the other advantages combined to give them quite 

a considerable advantage in that area. 

COMMISSIONER PERRY: But what would 
you think the position will be when their corporate 
rate, for example, is down to 47%, as appears 
destined at some time or the other? Do you think 
the American contractor will have a competitive 
advantage over you then? 

MR. MOLLER: Would not the American 
contractor coming to do business in Canada be subject 
to Canadian rates on his Canadian profits? 

COMMISSIONER PERRY; Yes, that is 
quite true; but he will have behind him a company 
which will be all the more wealthy because of the 
lower American rates, and perhaps will be able to 
compete. 

MR. CHUTTER: There are some 
conspicuous examples of large foreign-based firms 
in Canada; but by and large the construction 
industry in Canada is a home industry, virtually 
without exception. 

MR, GRAY: Except the ones in the 
north. There are some around Gander that I think 
are Americans. 


MR, CHUTTER: There are examples, and 
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they may have a fair sized volume of business; but 
they still, in the aggregate are in the minority. 

THE CHAIRMAN: The proportion of your 
business that is done abroad is pretty small, is it? 
I know you are doing some of the important contracts 
around the world, but when one adds it up and 
compares it with the $7.6 billion, or whatever it is, 
it must be very small, must it not? 

Thank you very much indeed, gentlemen. 
This has been most helpful to us. You have given us 
a great deal of material to think about, and some 
pretty peppy arguments. We will continue to ponder 
these. Have you anything you would like to say 
to us? 


MR, SOMERVILLE: I do not think so, 


THE CHAIRMAN: Then good day, gentlemen, 
and many thanks. We will stand over until 9:30. 
THE SECRETARY: Mr. Chairman, before 
we adjourn I would like to enter one brief into the 
record. It is the brief of Mr. P.¢€. Forsyth of 
Ottawa, and it will be Exhibit 324. 
EXHIBIT 324: Brief of 


Gr, P.C,  Forsycn, 
Ottawa. 


--- Adjournment. 
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